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The Legislative Audit Committee
of the Montana State Legislature:

This is our financial audit report on the Board of Investments (board) for the fiscal year ending June 30,
2005. We performed this annual audit of the Board of Investments in compliance with Article VIII,
section 13 of the Montana Constitution, and section 17-6-321, MCA. The objectives of our financial
audit included determining if the board’s financial statements presented fairly its financial position and
results of operations at and for the period ending June 30, 2005, with comparative totals at and for the
period ending June 30, 2004, and the board’s compliance with laws and regulations which have a
material and direct impact on the financial statements.

The Board of Investments, originally created in 1971, is attached to the Department of Commerce for
administrative purposes. The board employs an executive director and chief investment officer who in
turn hire and manage board staff. The staff members advise the board, implement its decisions, and
perform daily investment, economic development, and record keeping functions. Included in this report
is a list of the members of the Board of Investments and Administrative Officials of the Board of
Investments (page i).

This report contains unqualified Independent Auditor’s Reports for each of the following eight sets of
financial statements of the Board of Investments (page A-1): Retirement Funds Bond Pool, Trust Funds
Bond Pool, Short Term Investment Pool, Montana Domestic Equity Pool, Montana International Equity
Pool, Montana Private Equity Pool, All Other Funds, and Enterprise Fund. The Independent Auditor’s
Reports cover two fiscal years because the board presents two fiscal years in the financial statements for
comparative purposes. The board’s response to this report is on page C-1.

This report does not contain any recommendations to the board. The prior financial-compliance audit
report, issued for the two fiscal years ended June 30, 2004, contained two recommendations to the board.
We determined the board has implemented one recommendation and the other recommendation is no
longer applicable to the board.

We thank the members of the Board of Investments and their staff for their cooperation and assistance
during the audit.

Respectfully submitted,
/sl Scott A. Seacat

Scott A. Seacat
Legislative Auditor

Room 160, State Capitol Building PO Box 201705 Helena, MT 59620-1705
Phone (406) 444-3122 FAX (406) 444-9784 E-Mail lad@mt.gov



Appointed and Administrative Officials

Term
Montana Board of Expires
Investments Terry Moore, Chairman Billings 1/2007
Elouise Cobell Browning 1/2009
Teresa Cohea Helena 1/2009
Karen Fagg Billings 1/2007
Maureen Fleming Missoula 1/2007
John Paull Butte 1/2009
Jack Prothero Great Falls 1/2009
Jim Turcotte Helena 1/2009
Calvin Wilson Busby 1/2007
Administrative Officials Carroll South Executive Director
Geri Burton Deputy Director
CIiff Sheets Chief Investment Officer
Gayle L. Moon Accounting Fiscal Manager

For further information on the Montana Board of Investments contact
Carroll South, Executive Director, at:

PO Box 200126
Helena MT 59620-0126
(406) 444-0001

e-mail: csouth@mt.gov

Members of the audit staff involved in this audit were Pearl M. Allen,
Laurie Barrett, Jeane Carstensen-Garrett, Geri Hoffman, Brenda
Kedish, Hollie Koehler, and Vickie Rauser.
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Scott A. Seacat, Legislative Auditor
John W. Northey, Legal Counsel

Deputy Legislative Auditors:

Jim Pellegrini, Performance Audit

Tori Hunthausen, IS Audit & Operations
James Gillett, Financial-Compliance Audit

INDEPENDENT AUDITOR'S REPORT

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the accompanying Statement of Net Asset Value for the state of Montana Board
of Investments, Retirement Funds Bond Pool, as of June 30, 2005, and 2004, and the related
Statement of Changes in Net Asset Value and Statement of Investment Income and Distribution
for the fiscal years then ended. These financial statements are the responsibility of the Board of
Investments' management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the net asset value of the state of Montana Board of Investments, Retirement Funds Bond Pool, as
of June 30, 2005, and 2004, and its changes in net asset value and investment income and
distribution for the fiscal years then ended in conformity with accounting principles generally
accepted in the United States of America.

Respectfully submitted,

/sl James Gillett

James Gillett, CPA
Deputy Legislative Auditor

November 2, 2005
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STATE OF MONTANA BOARD OF INVESTMENTS
RETIREMENT FUNDS BOND POOL FINANCIAL STATEMENTS

STATEMENT OF NET ASSET VALUE JUNE 30, 2005 AND 2004

2005 2004
Assets
Cash $ 03 0
Security lending cash collateral (Notes 3 and 4) 214,242,953 215,688,215
Interest receivable 21,273,507 21,278,290
Investments managed at fair value (amortized cost of $1,752,825,241 in
1,836.304.371 1,619,985,769

2005 and $1,552,369,244 in 2004)(Notes 2 and 4)

Total assets $ 2,071,820.831
Liabilities
Income due participants (Note 2) 10,375,342
Broker payable for securities purchased but not settled (Note 2) 12,000,000
Security lending obligations (Notes 3 and 4) 214,242,953
Security lending expense payable 582.309

Total liabilities

237,200,604

Net asset value $ 1.834.620.227
Units Outstanding (Note 2) 17,421,903
Unit Value (Note 2) $ 105.31

STATEMENT OF CHANGES IN NET ASSET VALUE
FOR THE FISCAL YEARS ENDED JUNE 30, 2005 AND 2004

Net asset value, beginning of year $ 1,599,757,622
Value of units purchased by participants 219,000,000
Value of units sold by participants 0
Changes in fair value of investments managed 15,862,605
Net asset value, end of year $ 1.834,620,227

STATEMENT OF INVESTMENT INCOME AND DISTRIBUTION
FOR THE FISCAL YEARS ENDED JUNE 30, 2005 AND 2004

Interest income (Note 2) $ 90,313,722
Amortization/accretion 7,120,260
Net realized gains 21,186,265
Security lending income 4,491,649
Security lending expense (4,284,986)
Administrative expenses (233,417)
Income due participants, beginning of year 11.798.842
Income available for distribution 130,392,335
Distribution 120,016,993
Income due participants, end of year (Note 2) $ 10,375,342

The accompanying notes are an integral part of these financial statements.
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1.856,952,274

11,798,842
29,517,180
215,688,215
190,415

257,194,652
1,599,757,622

15,335,617
104.32

1,611,806,276

87,900,000
(2,737,550)
(97.211,104)

1.599.757.622

85,498,351
12,834,615
15,413,877
1,815,757

(1,628,334)

(226,380)
9,800,159

123,508,045
111,709,203

11,798,842



STATE OF MONTANA BOARD OF INVESTMENTS
RETIREMENT FUNDS BOND POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005 AND 2004

1. HISTORY AND ORGANIZATION

The Board was created by an act of the Legislature to invest and manage the State of Montana’'s investment funds on a
centralized basis. The Retirement Funds Bond Pool (RFBP) was created by the Board to allow qualifying funds, per section
17-6-201, MCA, to participate in a diversified pool. The RFBP was created on April 1, 1995, by the transfer of all fixed
income and variable-rate securities owned by the Public Employees’, Municipal Police Officers’, Game Wardens’, Sheriffs’,
Judges’, Highway Patrol Officers’, Teachers’, Volunteer Firefighters’ and Firefighters’ Unified retirement funds.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Investments

RFBP investments are purchased in accordance with the statutorily mandated “Prudent Expert Principle”. The RFBP
portfolio includes securities classified as corporate, foreign government bonds, U.S. government direct-backed, U.S.
government indirect-backed, and cash equivalents. U.S. government direct-backed securities include direct obligations of the
U.S. Treasury and obligations explicitly guaranteed by the U.S. government. U.S. government indirect-backed obligations
include U.S. government agency and mortgage-backed securities. U.S. government mortgage-backed securities reflect
participation in a pool of residential mortgages.

The RFBP portfolio includes structured financial instruments known as REMICs (Real Estate Mortgage Investment
Conduits). REMICs are pass-through vehicles for multiclass mortgage-backed securities. Some RFBP REMICs are interest-
only strips (I0s). Strip investments represent the separate purchase of the principal and interest cash flows of a mortgage
security. I0s receive cash flow from the interest payment component on underlying mortgage loans. These securities,
purchased for portfolio diversification and a competitive rate of return, are identified and reported as U.S. government
indirect-backed in the investment risk and portfolio disclosures. (See Note 4 on Investment Risk Disclosures and Note 8 for
the Year End Portfolio.)

RFBP fixed income securities pay a fixed rate of interest until maturity while the variable-rate (floating-rate) securities pay
a variable interest rate until maturity. The RFBP variable-rate securities float with LIBOR (London Interbank Offered
Rate) or the weighted average of the net mortgage interest rates for the mortgage loan group. The six variable-rate
securities, with a total amortized cost of $52,000,003 and $250,000, respectively, as of June 30, 2005 and 2004, are identified
and reported as corporate or U.S. government indirect-backed securities in the investment risk and portfolio disclosures.
(See Note 4 on Investment Risk Disclosures and Note 8 for the Year End Portfolio.)

The RFBP, as an internal investment pool, invests its excess cash in the Board’s Short Term Investment Pool, (STIP), an
external investment pool. An external investment pool commingles the moneys of more than one legally separate entity and
invests, on the participants’ behalf, in an investment portfolio. STIP participants include both state agencies and local
governments. By meeting certain conditions, STIP, as a 2a7-like pool, is allowed to use amortized cost rather than fair value
to report net assets to compute unit values.

Investments are presented in the Statement of Net Asset Value at fair value. Fair values are determined primarily by
reference to market prices supplied to the Board by the Board’s custodial bank, State Street Bank. Amortized cost,
parenthetically disclosed, represents the original cost, adjusted for premium and discount amortization where applicable.
Premiums and discounts are amortized/accreted using the straight-line or scientific method to the call, average life or
maturity date of the securities. Amortized cost may also be referred to as book value.

Participant Units

The Public Employees’, Municipal Police Officers’, Game Wardens’, Sheriffs’, Judges’, Highway Patrol Officers’,
Teachers’, Volunteer Firefighters’ and Firefighters’ Unified retirement funds transferred all fixed income and variable-rate
securities, at amortized cost, into the RFBP at the start-up date and were issued units according to the market value of each
participant’s portfolio. The initial unit value as of April 1, 1995, was $100.00. Unit values thereafter are calculated weekly
and at month end, based on portfolio pricing, to allow for participant transactions to occur as determined by the investment
staff.

The June 30, 2005 unit value of $105.31 increased from a June 30, 2004 unit value of $104.32. The yield on longer term
bonds decreased during the fiscal year, which has the effect of increasing bond prices and the pool unit value. A one percent
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(1%) change in interest rates is expected to have a four to six percent (4%-6%) inverse change in the unit value. RFBP
investments are considered long-term in nature.

The Value of Units Purchased by Participants of $219 million for fiscal year 2005, as compared to $87.9 million purchased
and $2.7 million sold for fiscal year 2004, reflects the pension funds’ portfolio rebalancing. RFBP units were purchased and
sold to adjust the pension funds’ portfolio towards the stated equity/fixed income asset allocation.

Broker Receivable/Payable

RFBP security transactions are recorded as of the trade date rather than the settlement date. Because of this generally
accepted practice, the RFBP portfolio at June 30 may include receivables from brokers for securities sold, but not delivered,
and payables to brokers for securities purchased, but not received.

Other

Accumulated income, recorded as Income Due Participants, is distributed monthly on the first calendar day of each menth.
Realized portfolio gains/losses are distributed at least annually to the participants.

Interest income reported in the Statement of Investment Income and Distribution includes interest accruals and
miscellaneous income.

Administrative expenses incurred by the Board are charged daily to RFBP based on the Board's expenses applicable to
RFBP. These expenses include costs for the custodial bank contract.

3. SECURITIES LENDING

Under the provisions of state statutes, the Board has, via a Securities Lending Authorization Agreement, authorized the
custodial bank, State Street Bank and Trust, to lend the Board’s securities to broker-dealers and other entities with a
simultaneous agreement to return the collateral for the same securities in the future. During the period the securities are on
loan, the Board receives a fee and the custodial bank must initially receive collateral equal to 102 percent of the fair value of
the loaned securities and maintain collateral equal to not less than 100 percent of the fair value of the loaned security. The
Board retains all rights and risks of ownership during the loan period.

During fiscal years 2005 and 2004, State Street loaned, on behalf of the Board, certain securities held by State Street, as
custodian, and received U.S. dollar currency cash, U.S. government securities, and irrevocable bank letters of credit as
collateral. State Street does not have the ability to pledge or sell collateral securities unless the borrower defaults.

The Board did not impose any restrictions during fiscal years 2005 and 2004 on the amount of the loans that State Street
made on its behalf, There were no failures by any borrowers to return loaned securities or pay distributions thereon during
fiscal years 2005 and 2004. Moreover, there were no losses during fiscal years 2005 and 2004 resulting from a default of the
borrowers or State Street.

During fiscal years 2005 and 2004, the Board and the borrowers maintained the right to terminate all securities lending
transactions on demand. The cash collateral received on each loan was invested, together with the cash collateral of other
qualified plan lenders, in a collective investment pool, the Securities Lending Quality Trust which has a weighted average
maturity of 35 and 49 days, respectively as of June 30, 2005 and 2004. The relationship between the average maturities of
the investment pool and the Board’s loans was affected by the maturities of the loans made by other plan entities that
invested cash collateral in the collective investment pool, which the Board could not determine. At year-end, the Board has
no credit risk exposure to borrowers because the amounts the Board owes the borrowers exceed the amounts the borrowers
owe the system.

As of June 30, 2005, the carrying and fair values of the underlying securities on loan for the RFBP were $199,141,164 and
$208,000,643 respectively. Cash collateral provided for the securities on loan totaled $214,242,953. The carrying value of the
underlying securities on loan is categorized as $29,436,384 corporate, $114,129 foreign government bonds, $102,991,211 U.S.
government direct-backed bonds and $66,599,440 U.S. government indirect-backed bonds.

As of June 30, 2004, the carrying and fair values of the underlying securities on loan for the RFBP were $198,575,526 and
$209,968,206 respectively. Cash collateral provided for the securities on loan totaled $215,688,215. The carrying value of the
underlying securities on loan is categorized as $25,908,826 corporate, $4,368,700 foreign government bonds, $21,717,255
U.S. government direct-backed bonds and $146,580,745 U.S. government indirect-backed bonds.



4. INVESTMENT RISK DISCLOSURES

Effective June 30, 2005, the Board implemented the provisions of Governmental Accounting Standards Board (GASB)
Statement No. 40 — Deposit and Investment Risk Disclosures. The financial statement disclosures for the year ended June
30, 2004 have been restated to compare with the financial statement disclosures for the year ended June 30, 2005. The
investment risk disclosures are described in the following paragraphs.

Credit Risk

Credit risk is defined as the risk that an issuer or other counterparty to an investment will not fulfill its obligation. With the
exception of the U.S. government securities, the RFBP fixed income instruments have credit risk as measured by major
credit rating services. This risk is that the issuer of a fixed income security may default in making timely principal and
interest payments. The Board of Investment’s policy requires RFBP fixed income investments, at the time of purchase, to be
rated an investment grade as defined by Moody’s or by Standard & Poor’s (S&P) rating services. The U.S. government
securities are guaranteed directly or indirectly by the U.S. government. Obligations of the U.S. government or obligations
explicitly guaranteed by the U.S. government are not considered to have credit risk and do not require disclosure of credit
quality. The credit ratings presented in the table below are provided by S& P’s rating services. If an S&P rating is not
available, a Moody’s rating has been used.

Custodial Credit Risk

Custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a transaction, a
government will not be able to recover the value of the investment or collateral securities that are in the possession of an
outside party. As of June 30, 2005 and 2004, all the fixed income securities were registered in the nominee name for the
Montana Board of Investments and held in the possession of the Board’s custodial bank, State Street Bank. The State Street
repurchase agreement was purchased in the State of Montana Board of Investments name.

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s investment in a single issuer.
Investments issued or explicitly guaranteed by the U.S. government are excluded from the concentration of credit risk
requirement. According to the RFBP Investment Policy, “with the exception of U.S. government indirect-backed (agency)
securities, additional RFBP portfolio purchases will not be made in a credit if the credit risk exceeds 2 percent of the
portfolio at the time of purchase”. As of June 30, 2005, the RFBP had concentration of credit risk exposure to the Federal
Home Loan Mortgage Corp of 6.21%. As of June 30, 2004, there were no single issuer investments that exceeded 5% of the
RFBP portfolio.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. The RFBP
investment policy does not formally address interest rate risk. In accordance with GASB Statement No. 40, the Board has
selected the effective duration method to disclose interest rate risk. This method, as provided by our custodial bank, is
“An option-adjusted measure of a bond’s (or portfolio’s) sensitivity to changes in interest rates. Duration is calculated as the
average percentage change in a bond’s value (price plus accrued interest) under shifts of the Treasury curve plus/minus 100
basis points. The effective duration method incorporates the effect of the embedded options for bonds and changes in
prepayments for mortgage-backed securities (including pass-throughs, CMOs and ARMs).”

Corporate asset-backed securities are based on cash flows from principal and interest payments on underlying auto loan
receivables, credit card receivables, and other assets. These securities, while sensitive to prepayments due to interest rate
changes, have less credit risk than securities not backed by pledged assets.

As reported in the U.S. government indirect-backed category, the RFBP portfolio holds REMICs totaling $554,309 and
$1,034,466 in amortized cost, respectively, as of June 30, 2005 and June 30, 2004. These securities are based on separate or
combined cash flows from principal and interest payments on underlying mortgages.

The Interest Only (I0) securities are more sensitive to prepayments by mortgagees resulting from interest rate changes than
other REMIC securities. The I0 REMIC securities purchased in August and September 1992 are being reduced
periodically towards zero according to the expected average life of the underlying mortgages. The 10 securities amortized
cost is $3 as of June 30, 2005 and $250,000 as of June 30, 2004.

The RFBP holds one inverse variable rate corporate $25 million par bond. The quarterly coupon is calculated at a
increased set rate less the 12 month LIBOR in arrears. As interest rates increase, the coupon paid will decline.
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State of Montana investments are categorized below to disclose credit and interest rate risk as of June 30, 2005 and June 30,
2004. Credit risk reflects the bond quality rating, by investment type, as of the June 30 report date. Interest rate risk is
disclosed using effective duration. If a bond investment type is unrated, the quality type is indicated by NR (not rated).
Both the credit quality ratings and duration have been calculated excluding cash equivalents. If duration has not been
calculated, duration is indicated by NA (not applicable).

Credit Quality Rating and Effective Duration as of June 30, 2005

Credit
Quality Effective
Security Investment Type Fair Value Rating Duration
Corporate Bonds (Rated) $ 894,556,479 A- 5.75
Corporate Bonds (Unrated) 19,537,653 NR 4.07
Foreign Government Bonds 5,217,500 BBB 6.67
U.S. Government Direct-Backed 188,790,314 AAA 4.50
U.S. Government Indirect-Backed 605,800,830 AAA 3.91
State Street Repurchase Agreement* (Rated) 9,923,600 AA- NA
Short Term Investment Pool (STIP) 112,477,995 NR NA
Total Fixed Income Investments $ 1.836.304.371 AA- 4,95
Securities Lending Collateral Investment Pool $ 214,242,953 NR NA

* At June 30, 2005, the State Street Bank repurchase agreement was collateralized at $10,169,671 by a AAA rated Federal Home Loan
Mortgage Corporation note maturing February 15, 2006.

Credit Quality Rating and Effective Duration as of June 30, 2004

Credit
Quality Effective
Security Investment Type Fair Value Rating Duration
Corporate Bonds (Rated) $ 855,074,117 A- 6.54
Corporate Bonds (Unrated) 19,161,517 NR 2.88
Foreign Government Bonds 4,805,000 BBB- 6.96
U.S. Government Direct-Backed 91,669,717 AAA 8.18
U.S. Government Indirect-Backed 585,521,127 AAA 6.64
Short Term Investment Pool (STIP) 63,754,291 NR NA
Total Fixed Income Investments $ 1.619,985,769 AA- 6.63
Securities Lending Collateral Investment Pool $ 215.688.215 NR NA

Specific Legal and Credit Risk

As of June 30, 2005, Delta Airlines Corp. presented a higher credit risk to the Board. The RFBP holds $3 million par 10.0%
Delta Airlines Corp. bond maturing June 5, 2013, a $1.971 million par 10.0% Delta Airlines Corp. bond maturing June 5,
2011 and a $6 million par 10.14% Delta Airlines Corp. bond maturing August 14,2012. Due to a weak credit outlook and
potential bankruptcy, the Board stopped the interest income accruals after the December 2004 and February 2005 pay
dates. Although the interest accruals were stopped, the Board received the interest due in June 2005 and August 2005. The
combined book value of these securities was $10,949,050 as of June 30, 2005. Due to the company’s filing for Chapter 11
bankruptcy protection on September 14, 2005, the book values were reduced to $1.5 million, $985,500 and $3 million,
respectively.

As of June 30, 2005, Northwest Airlines Inc. presented a higher credit risk to the Board. The RFBP held a $9,930,036 par
6.81% Northwest Airlines Inc. bond maturing February 1, 2020, a $7,802,614 par 7.935% Northwest Airlines Inc. MBIA
Insurance Corp. insured bond maturing April 1, 2019 and a $5,745,000 par 4.64% Northwest Airlines Inc. real estate
backed bond maturing July 7, 2010. The combined book value of these securities was $22,989,339 as of June 30, 2005. On
September 14, 2005, the company filed for Chapter 11 bankruptcy protection. Due to this action, the Board stopped the
interest income accruals for the 6.81% bond maturing February 1, 2020 after the August 2005 pay date. This issue was
sold on September 20, 2005 generating a loss of $642,183. The sale included accrued interest from August 1, 2005 to
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September 20, 2005. Since the 7.935% bond maturing April 1, 2019 is insured by MBIA Insurance Corp. to support the
payment of any interest due and outstanding principal balance, the Board did not stop the interest income accrual or reduce
book value. The 4.64% bond maturing July 7, 2010 is secured by Northwest Airlines Inc.’s corporate headquarters
building and land.

As of June 30, 2005 and June 30, 2004, Burlington Industries, Inc. presented a legal and higher credit risk to the Board.
The Board owns a Burlington Industries, Inc., $6 million par, 7.25% bond maturing September 15, 2005. In September
2000, the company announced a reduction of stockholders equity. Due to an increasing senior bank line and declining credit
trend, the bond ratings for this issue were downgraded, in May 2001, by the Moody’s and Standard & Poor’s rating
agencies. During fiscal year 2001, the book value of Burlington Industries Inc. was reduced from the August 31, 2000 book
value of $5,609,640 to $2,400,000. Due to the company’s filing for Chapter 11 bankruptcy protection on November 11, 2001,
the book value was reduced to $1,200,000. In October 2003, Burlington Industries, Inc. received court approval to sell its
assets. Under the company’s recovery plan, the Board received $1,454,961 in August 2004 for its unsecured claim. This
transaction reduced the book value to $0 and generated a gain of $254,961. In February 2005 and May 2005, the Board
received an additional $208,771 and $194,247, respectively, for its unsecured claim. The Board is expected to receive
additional proceeds over the next two to three years.

As of June 30,2004, Winn Dixie presented a higher credit risk to the Board. The RFBP held a Winn Dixie Trust, $70 million
par, zero coupon bond maturing September 1, 2024. Due to a weak credit outlook and collateral uncertainty, the Board
stopped accruing income and reduced the book value to $5.2 million in February 2004. On February 21, 2005, Winn Dixie
declared bankruptcy. On February 28, 2005, the Board sold the bond and recorded a $4.6 million gain.

S. DEUTSCHE BANK SECURITIES, INC. COMPLAINT

The Board received a summons and complaint, dated September 3, 2002, regarding the sale of a Pennzoil Quaker State, $5
million par, 6.75% corporate bond maturing April 1, 2009. Deutsche Bank Securities claims a “breach of contract” for the
March 25, 2002 sale of the bond at a price of $94.669 plus accrued interest. Deutsche Bank Securities seeks damages of
$538,632 for the additional costs incurred to acquire the bond from third parties, plus any statutory interest, costs and
expenses. On October 1, 2002, Shell Oil Company acquired Pennzoil and subsequently announced a public tender of
Pennzoil Quaker State debt. The Board tendered the Pennzoil Quaker State holdings on October 8, 2002 at a price of
$113.099. The tender was accepted with a settlement date of November 1, 2002. On November 4, 2002, the Board received
$5,683,075 in principal and interest plus $150,000 as a consent fee. As of September 23, 2005, this matter is still pending.

6. BLOOMBERG PORTFOLIO ORDER MANAGEMENT SYSTEM (POMS)

In July 2005, the Board agreed to lease a Portfolio Order Management System (POMS) from Bloomberg Financial Services.
This electronic securities trading system reduces trading time and paperwork, increases trading and accounting accuracy,
and provides certain controls not previously available. The Board has been using the basic Bloomberg Financial Network
Services for many years and already leased the hardware required to implement the trading system.

The trading system will serve the Board’s internally managed portfolios and will be phased in as training is completed.
Electronic trading began with the internally-managed component of the Montana Domestic Equity Pool in August 2005.
Electronic trading for the Short Term Investment Pool will be next followed by the other fixed income portfolios managed
by Board Staff.

7. CLASS ACTION LITIGATION

In April 2005, the Board signed a contract with the law firm Barrack, Rodos & Bacine to ensure that the Board participates
in all class action litigation to which it is entitled to participate. Historically, the Board, by agreement with its custodial
bank, State Street Bank, has relied on State Street staff to complete and file class action claims on the Board’s behalf.

While State Street Bank will continue to complete these duties, the law firm will monitor transactions that may entitle the
Board to be a party in any class action litigation. The law firm will access Board portfolios and securities transactions on
the State Street accounting system using the INSIGHT down load function. The law firm will then request written
documentation from the Bank proving the claims have been filed.

Class action litigation results from fraudulent activity damaging the Board’s investments. While the Board has never
pursued becoming a lead plaintiff in class action litigation, the law firm contract permits the Board to become a lead or co-
lead plaintiff in these instances. Under certain circumstances the Board’s fiduciary responsibility may require it to act as a
lead or co-lead plaintift to recover funds lost to fraud or other questionable activity.



8. YEAR END PORTFOLIO

The June 30, 2005 RFBP portfolio is listed below. The security type percentage is based on the fair value ratio of the specific
security investment type to the total portfolio.

Security Name Coupon | Maturity Par Book Value Fair Value _(Zg/‘
SHORT TERM INVESTMENT POOL 112,477,995 112,477,995 112,477,995 6.13%
STATE STREET REPURCHASE AGREEMENT 2.250 07/01/05 9,923,600 9,923,600 9,923,600 0.54%
CASH EQUIVALENTS 2 Issue(s) 122,401,595 122,401,595 122,401,595 6.67%
AA/FT WORTH HQ FINANCE TRUST 5.500 10/05/10 7,925,967 7,925,967 7,712,758 0.42%
AERO | HQ FINANCE TRUST 4,640 07/07/10 5,745,000 5,745,000 5,614 071 0.31%
AMERICA WEST AIRLINES EQUIPMENT TRUST 7.930 01/02/19 4,756,695 4,756,695 5,261,618 O.ZQW
AMERICAN AIRLINE EQUIPMENT TRUST 6.977 05/23/21 8,566,131 8,547,841 7,880,840 0.43%
AMERICAN AIRLINES 1991 EQUIPMENT TRUST 10.180 01/02/13 5,000,000 4,998,464 3,550,000 0.19%
AMERICAN EXPRESS CO 4.750 06/17/09 3,000,000 2,996,030 3,060,939 0.17%
AMERICAN GEN FINANCIAL CORP 4.625 05/15/09 6,000,000 6,022,242 6,030,672 0.33%
ARCHER DANIELS MIDLAND CO 10.250 01/15/06 3,500,000 3,499,410 3,624,671 0.20%
ATCHISON TOPEKA + SANTA FE RY 6.550 01/06/13 6,730,044 6,730,044 7,083,375 0.39%
BANK ONE TEXAS 6.250 02/15/08 4,000,000 3,914,200 4,200,769 0.23%
BANKBOSTON NA 0.375 03/25/08 4,000,000 3917974 4,228,864 0.23%
BAYERISCHE LANDESBANK VAR 09/27/11 25,000,000 25,000,000 25,000,000 1.36%
BELLSOUTH CORP 4.750 11/15/12 2,000,000 1,995,501 2,010,498 0.11%
BELLSOUTH TELECOMM INC 6.300 12/15/15 13,467,800 14,668,428 14,399,583 0.78%
BISHOPSGATE CDO LTD 5.180 06/30/10 30,000,000 30,000,000 30,000,000 1.63%
BORG WARNER AUTOMOTIVE INC 7.000 11/01/06 5,000,000 5,003,632 5,179,683 0.28%
BURLINGTON INDUSTRIES INC 7.250 09/15/05 6,000,000 0 60 0.00%
BURLINGTON NORTHERN RR CO 7.970 01/01/15 3,533,016 3,533,016 4,349.425 0.24%
BURLINGTON NORTHERN RR CO 6.940 01/02/14 3,194,089 3,194,089 3,727,671 0.20%
CANADIAN NATIONAL RAILWAY CO 6.800 07/15/18 6,000,000 5,969,156 7,174 438 0.39%
CANADIAN PACIFIC LTD 9.450 08/01/21 5,000,000 5,132,397 7,321,859 0.40%
CAPITAL ONE BANK 5.000 06/15/09 6,000,000 5,991,032 6,130,602 0.33%
CENTEX CORP 4.550 11/01/10 9,000,000 8,987,505 8,803,431 0.48%
CHAMPION INTERNATIONAL CORP 7.150 12/15/27 7,000,000 6,874,841 8,222,507 0.45%
CHICAGO + NORTH WESTERN RY 8.910 01/01/15 7,798,942 7,798,942 9,349,252 0.51%_1
CIT GROUP INC 4,750 12/15/10 7,000,000 7,245,860 7,080,906 0.39%
CITICORP CAPITAL I 8.015 02/15/27 4,000,000 3,971,708 4,387,868 0.24%
CITIGROUP INC 6.200 03/15/09 5,000,000 4,870,922 5,343,475 0.29%
CONTINENTAL AIRLINES EQUIPMENT TRUST 6.545 02/02/19 6,590,057 6,590,057 6,375,880 0.35%
CORPORATE PROPERTY REIT 7.875 03/15/16 12,000,000 12,047,590 14,577,978 0.79%
COX COMMUNICATIONS INC 4.625 01/15/10 7,000,000 6,993,496 6,981,520 0.38%
CSX CORP 7.450 05/01/07 3,000,000 3,038,652 3,175,360 0.17%
CSX CORP 7.900 05/01/17 4,588,000 4,586,425 5,848,013 0.32%
DEER PARK REFINING L P 6.470 12/15/08 4,149,700 4,121,474 4,307,496 0.23%
DELTA AIR LINES INC EQUIPMENT TRUST 10.140 08/14/12 2,000,000 2,000,000 850,000 0.05%
DELTA AIR LINES INC EQUIPMENT TRUST 10.140 08/14/12 4,000,000 3,989,204 1,700,000 0.09%
DELTA AIR LINES INC EQUIPMENT TRUST 10.000 06/05/11 1,971,000 1,959,846 827,820 0.05%
DELTA AIR LINES INC EQUIPMENT TRUST 10.000 06/05/13 3,000,000 3,000,000 1,290,000 0.07%
DONNELLEY R R + SONS CO 4,950 05/15/10 5,000,000 4,987,034 5,023,355 ().27%T
DOT HEADQUARTERS Il LEASE MTG 1.000 12/07/21 30,000,000 25,761,803 26,706,900 1.45%
EASTERN ENERGY LTD 7.250 12/01/16 5,000,000 4,948 666 6,190,832 0.34%
EL PASO NATURAL GAS CO 8.625 01/15/22 5,000,000 5,192 445 5,812,500 0.32%
ENTERGY ARKANSAS INC 4,500 06/01/10 7,000,000 6,969,531 7,001,369 0.38%
FIRST CHICAGO CORP 6.375 01/30/09 4,000,000 3,861,834 4,286,644 0.23%
FIRST UNION BANK NC CHARLOTTE 5.800 12/01/08 6,000,000 5,770,324 6,314,047 0.34%
FLORIDA GAS TRANSMISSION CO 9.190 11/01/24 10,000,000 9,948,503 12,726,526 0.69%
FORD MOTOR CREDIT CO 7.375 10/28/09 8,000,000 8,005,650 7,900,353 0.43%
FORD MOTOR CREDIT CO 7.000 10/01/13 5,000,000 4,884,854 4,797,395 0.26%
FORD MOTOR CREDIT CO 5.700 01/15/10 7,000,000 0,938,234 0,445,144 0.35%
FPL ENERGY NATIONAL WIND LLC 5.608 03/10/24 3,000,000 3,000,000 3,061,200 0.17%
GALENA CDO TRUST VAR 01/11/13 12,000,000 12,000,000 12,000,000 0.65%
GENERAL AMERICAN TRANSN CORP EQUIP TRST 8.420 01/01/15 7,444, 367 7,444,367 8,582,520 0.47%
GENERAL ELECTRIC CAPITAL CORP 8.125 05/15/12 5,000,000 5,196,846 6,073,494 0.33%
GENERAL MOTORS ACCEPTANCE CORP 6.125 08/28/07 5,000,000 5,008,377 4,937,581 0.27%
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Security Name Coupon | Maturity Par Book Value | Fair Value %
GENERAL MOTORS ACCEPTANCE CORP 6.875 | 08/28/12 15,000,000 12,958,246 13,704,203 0.75%
GENERAL MOTORS ACCEPTANCE CORP 5.625 | 05/15/09 9,000,000 9,167,019 8,363,120 0.46%
GTE CORP 7.900 | 02/01/27 14,000,000 14,000,000 15,223,082 0.83%
GTE SOUTH INC 7.500 | 03/15/26 9,000,000 8,891,819 9,476,444 0.52%
HOUSEHOLD FINANCE CORP 6.875 | 03/01/07 4,000,000 3,976,770 4,182,574 0.23%
HOUSEHOLD FINANCE CORP 6.500 | 11/15/08 5,000,000 4,894,747 5,345,256 0.29%
IBP FINANCE CO CANADA 7.450 | 06/01/07 3,000,000 2,999,603 3,124.710 0.17%
ILLINOIS BELL TELEPHONE CO 6.625 | 02/0125 2,000,000 1,814,963 2,030,414 0.11%
ING SECURITY LIFE INSTITUTIONAL FDG 4,250 01/15/10 7,000,000 6,986,095 0,981 ,016 0.38%
INTERNATIONAL LEASE FINANCE CORP 4.550 | 10/15/09 2,000,000 2,006,753 2,018,430 0.11% |
INTERNATIONAL PAPER CO 6.875 11/01/23 3,000,000 2,967,285 3,345,128 0.18%
INTERNATIONAL PAPER CO 4.000 | 04/01/10 4,000,000 4,001,196 3,865,628 0.21%
TP MORGAN CAPITAL TRUST 7.540 | 01/15/27 6,000,000 5,703,599 6,456,179 0.35%
7P MORGAN CHASE COMMERCIAL MORTGAGE 4555 | 06/12/41 12,000,000 11,999,883 12,094,774 0.66%
TRUST

JP MORGAN CHASE COMMERCIAL MORTGAGE 3.053 | 01/15/38 2,672,372 2,680,027 2,600,771 0.14% |
TRUST

KCT INTERMODAL TRANSPORTATION CORP 6.884 08/01/18 3,472,533 3,472,533 3,851,325 0.21%
KELLWOOD CO 7.625 10/15/17 12,000,000 11,836,774 12,886,860 0.70%
KERR MCGEE CORP 7.125 10/15/27 7,000,000 7,081,879 7,253,750 0.40%
KERR MCGEE CORP 6.950 | 07/01/24 4,000,000 3,970,435 4,133,092 0.23%
KEY BANK 4412 | 03/18/08 5,000,000 5,000,000 5,021,160 0.27%
KEYCORP 4700 | 05/21/09 5,000,000 4,999 495 5,079,160 0.28%
KRAFT FOODS INC 4.125 11/12/09 2,000,000 1,991,492 1,083,028 0.11%
LEHMAN BROTHERS HOLDINGS INC 3.950 | 11/10/09 7,000,000 6,987,832 6,903,001 0.38%
MACMILLAN BLOEDEL LTD 7.700 | 02/15/26 10,000,000 9,841,409 12,038,152 0.66%
MARSH + MCLENNAN COS INC 7.125 | 06/15/09 7,000,000 6,996,836 7,572,974 0.41%
MEAD CORP 7350 | 03/01/17 11,000,000 10,992,835 12,999,990 0.71%
MED MAP L L C MONTANA 7.060 | 12/01/15 9,140,000 9,140,000 9,140,000 0.50%
MED MAP L L C MONTANA 7.000 | 06/01/21 5,940,000 5,940,000 5,940,000 0.32%
METLIFE INC 5.000 | 11/24/13 5,000,000 4,959,645 5,086,030 0.28%
METROPOLITAN LIFE GOLBAL MTN 4.250 | 07/30/09 3,000,000 2,998,779 3,010,404 0.16%
MILLENIUM AMERICAN INC 7.000 | 11/15/06 4,000,000 3,083,439 4,115,000 0.22%
MOBIL CORP 5.940 | 01/15/19 8,422,738 8,422,738 9,190,754 0.50%
MORGAN J P + CO INC 0.000 | 04/15/27 30,000,000 5,821,215 5,784,627 0.32%
NATIONWIDE FINANCIAL SERVICES INC 8.000 | 03/01/27 6,000,000 5,918,501 6,533,810 0.36%
NORFOLK SOUTHERN CORP 7.700 | 05/15/17 6,000,000 6,024,639 7,504,399 0.41%
NORTHWEST AIRLINES EQUIPMENT TRUST 6.810 02/01/20 9,930,036 9,579,767 8,577,069 0.47%
NORTHWEST AIRLINES EQUIPMENT TRUST 7.935 | 04/01/19 7,802,614 7,664,572 8,485,342 0.46%
OCCIDENTAL PETROLEUM CORP 7.200 | 04/01/28 13,000,000 12,862,250 16,182,251 0.88%
OCCIDENTAL PETROLEUM CORP 8.750 | 01/15/23 6,000,000 5,957,566 8,391,748 0.46%
OLD REPUBLIC INTERNATIONAL CORP 7.000 | 06/15/07 4,000,000 3,999,577 4212,168 0.23%
PACIFIC BELL TEL CO 7.250 | 11/01/27 6,000,000 5,962,320 6,428,449 0.35%
PANAMERICAN BEVERAGES INC 7.250 | 07/01/09 6,000,000 5,976,370 6,541,077 0.36% |
PHILLIPS PETROLEUM CO 7.125 | 03/15/28 11,000,000 10,856,249 11,939,122 0.65%
PNC FUNDING CORP 4200 | 03/10/08 10,000,000 9,995,785 10,003,020 0.54%
PPL MONTANA LLC 8.903 | 07/02/20 20,561,686 20,642,287 24,630,834 1.34%
SBC COMMUNICATIONS INC 4.125 | 09/15/09 3,000,000 2,999 429 2,975,139 0.16%
SECURITY CAP GROUP INC 7.700 | 06/15/28 3,000,000 3,504,948 4,009,649 0.22%
SONAT INC 7.000 | 02/01/18 3,000,000 2,999,713 2,775,000 0.15%
SOUTHERN UNION CO 7.600 | 02/01/24 7,000,000 7,033,937 8,577,976 0.47%
SOUTHWEST GAS CORP 7.500 | 08/01/06 6,000,000 6,031,007 6,210,515 0.34%
SOUTHWEST GAS CORP 8375 | 02/15/11 6,000,000 5,988,026 7,027,760 0.38% |
SOUTHWESTERN BELL TEL CO 7.000 11/15/27 3,000,000 2,996,914 3,186,361 0.17%
SUNAMERICA INC 8.125 | 04/28/23 13,000,000 13,016,674 17,393,243 0.95°ﬂ
SUPER VALUE INC 7.875 | 08/01/09 3,000,000 3,002,944 3,344,290 0.18% |
TENNECO PACKAGING INC 7.200 | 12/15/05 5,000,000 5,003,551 5,084,106 0.28%
TEXAS GAS TRANSMISSION CORP 7250 | 07/15/27 3,000,000 2,779,483 3,754,188 0.20%
TRANSCONTINENTAL GAS PIPE LINE 7.250 | 12/01/26 3,000,000 3,002,806 3,240,000 0.18%
TRISTATE GENERATION/TRANSPORT ASSOC 6.040 | 01/31/18 8,000,000 8,077,942 8,314,160 0.45%
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Security Name Coupon | Maturity Par Book Value Fair Value % |
TYSON FOODS INC 8.250 10/01/11 5,000,000 5,391,409 5,902,618 0.32%
ULTRAMAR DIAMOND SHAMROCK CORP 7.200 10/15/17 3,000,000 2,982,963 3,413,227 0.19%
UNION OIL CO CALIFORNIA 6.700 10/15/07 5,000,000 4,996,302 5,209,743 0.28%
UNION PACIFIC RESOURCES GROUP INC 7.050 05/15/18 12,000,000 11,937,216 13,722,025 0.75%
WNION TANK CAR CO 7.125 02/01/07 6,000,000 5,998,982 6,274,304 0.34%
UNION TANK CAR CO 7.450 06/01/09 5,000,000 5,000,000 5,540,716 0.30%
US BANK NA MINNEAPOLIS 6.500 02/01/08 5,000,000 4,999,625 5,299,412 0.29%
WAL MART STORES INC PASS THRU TRUST 7.490 06/21/07 1,779,418 1,774,006 1,871,365 0.10% |
WASHINGTON MUTUAL INC 4,200 01/15/10 9,000,000 8,987,665 8,928,072 0.49%
WESTERN PROPERTIES REIT 7.200 09/15/08 3,000,000 2,943,094 3,243,163 0.18%
WESTVACO CORP 7.650 03/15/27 9,000,000 8,966,526 10,735,240 0.58%
WEYERHAEUSER CO 8.500 01/15/25 7,000,000 7,274,863 9,020,400 0.49%
WILLAMETTE INDUSTRIES INC 7.000 02/01/18 4,000,000 3,979,654 4,423,998 0.24%
XANTERRA SOUTH RIM LLC 5.690 12/15/11 10,000,000 10,000,000 10,000,000 0.54% |
ZIONS BANCORPORATION 5.650 05/15/14 4,000,000 3,936,177 4,235,728 0.23%
Corporate Bonds (Rated) 127 Issue(s) 874,682,207 838,067,187 894,556,479 | 48.72%
FIRST INTERSTATE BANC SYSTEM, MONTANA 7.500 10/01/06 6,230,000 0,230,000 6,230,000 0.34%
AMERICAN PRESIDENT COS LTD 8.000 01/15/24 5,000,000 4,751,614 5,000,000 0.27%
MERIDIAN TRAILER TRAIN EQUIPMENT TRUST 9.850 01/29/10 998,305 998,305 998,305 0.05%
MERIDIAN TRAILER TRAIN EQUIPMENT TRUST 9.850 01/29/08 736,725 736,725 736,725 0.04%
WILMINGTON TRUST TUCSON ELECTRIC 10.211 01/01/09 6,572,623 6,572,623 6,572,623 0.36%
Corporate Bonds (Unrated) 5 Issue(s) 19,537,653 19,289,266 19,537,653 1.06%
UNITED MEXICAN STATES 5.875 01/15/14 5,000,000 4,962,105 5,217,500 0.28%
Foreign Government Bonds 1 Issue(s) 5,000,000 4,962,105 5,217,500 0.28%
ASTRO OFFSHORE CORP USGG XI 6.000 12/20/19 11,691,000 11,691,000 11,691,000 0.64%
ENSCO OFFSHORE CO USGG X1 6.360 12/01/15 7,000,158 7,000,158 7,649,703 0.42%
GLOBAL INDUSTRIES LTD USGG XI 7.710 02/15/25 8,000,000 8,000,000 8,000,000 0.44%
TUNISIA AID USGG X1 6.710 02/01/24 3,900,522 3,721,376 3,900,522 0.21%
USGG SHIPPING + CENAC TOWING USGG XI 7.000 05/15/21 9,655,000 9,655,000 9,655,000 0.53%
VESSEL MANAGEMENT SERVICES INC USGG XI 6.080 05/20/24 11,400,000 11,400,000 12,589,932 0.69%
VESSEL MANAGEMENT SERVICES INC USGG X1 0.750 06/15/25 8,200,000 8,200,000 9,502,734 0.52%
GNMA I POOL 001254 9.500 09/20/19 27,952 27,845 30,966 0.00%
GNMA POOL 046249 10.000 12/15/10 4,682 4,664 5,149 0.00%
GNMA POOL 135544 10.000 0l/15/16 08,180 67,910 77,993 0.00%
UNITED STATES TREASURY BONDS 7.250 05/15/16 21,000,000 21,656,877 26,906,250 1.47%
UNITED STATES TREASURY NOTES 3.000 02/15/09 15,000,000 14,596,525 14,649,615 0.80%
UNITED STATES TREASURY NOTES 1.500 03/31/06 25,000,000 24,703,922 24,637,700 1.34%
UNITED STATES TREASURY NOTES 2.750 06/30/06 30,000,000 30,072,095 29,769,150 1.62%
UNITED STATES TREASURY NOTES 3.000 12/31/06 30,000,000 29,897,033 29,724,600 1.62%
U.S. Government Direct-Backed Bonds 16 Issue(s) 180,947,494 180,694,406 188,790,314 | 10.28%
FEDERAL HOME LOAN POOL B13150 4.000 03/01/19 25,551,689 25,551,689 25,020,019 1.36%
FEDERAL HOME LOAN POOL C01523 5.000 03/01/33 10,935,352 10,846,922 10,971,234 0.60%
FEDERAL HOME LOAN POOL E00247 5.500 10/01/08 882,843 881,304 906,811 0.05%
FEDERAL HOME LOAN POOL E00659 6.000 04/01/14 661,853 661,440 685,406 0.04%
FEDERAL HOME LOAN POOL E01376 4.000 04/01/18 23,788,130 23,622,397 23,312,367 1.27%
FEDERAL HOME LOAN POOL E01418 4.000 07/01/18 23,901,787 23,352,410 23,404,448 1.27%
FEDERAL HOME LOAN POOL E01425 4.500 08/01/18 24,092,467 24,032,830 24,002,967 1.31%
FEDERAL HOME LOAN POOL E99081 4.500 09/01/18 22,209,825 22,083,113 22,127,319 1.20% |
FEDERAL HOME LOAN POOL G10173 6.000 01/01/09 717,401 716,560 742,482 0.04%
FEDERAL HOME LOAN POOL G11670 4.000 03/01/15 33,306,281 32,770,727 32,615,075 1.78%
FEDERAL HOME LOAN POOL G30006 7.000 07/01/13 475,526 478,024 496,247 0.03%
FEDERAL HOME LOAN BANKS 0.395 06/03/14 4,000,000 3,771,139 4,593,770 0.25%
FEDERAL HOME LOAN BANKS 7.000 08/26/19 8,000,000 7,976,543 10,185,336 0.55%
FEDERAL HOME LOAN BANKS 7.450 02/03/20 15,000,000 15,089,515 19,925,475 1.09%
FEDERAL HOME LOAN BANKS 3,750 02/07/28 5,000,000 4,996,093 4,973,915 0.27%
FEDERAL HOME LOAN BANKS 4,125 08/13/10 25,000,000 25,265,891 25,052,425 1.36%
FEDERAL HOME LOAN BANKS 5.000 08/28/19 15,000,000 15,000,000 15,000,000 0.82% |
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Security Name Coupon | Maturity Par Book Value | Fair Value %
FEDERAL HOME LOAN BANKS VAR | 05/26/10 15,000,000 15,000,000 14,993,640 0.82%
FEDERAL HOME LOAN MORTGAGE CORP 5.125 11/07/13 13,000,000 12,925,082 13,049,504 0.71%
FEDERAL HOME LOAN MORTGAGE CORP 5.000 | 06/18/18 15,000,000 15,000,000 14,798,040 0.81%
FEDERAL HOME LOAN MORTGAGE CORP 4.000 | 06/12/13 13,000,000 11,999,674 12,639,900 0.69%
FEDERAL HOME LOAN MORTGAGE CORP 4.000 | 07/18/18 15,000,000 15,000,000 14,694,932 0.80%
| FEDERAL HOME LOAN MORTGAGE CORP 4500 | 04/02/14 11,000,000 10,961,482 10,895,940 0.59% |
FEDERAL HOME LOAN MORTGAGE CORP 4,100 | 01/28/14 35,000,000 35,000,000 34911065 |  1.90%
FEDERAL HOME LOAN MORTGAGE CORP 5.000 | 01/30/14 13,000,000 12,996,315 13,034,931 0.71%
FEDERAL HOME LOAN MORTGAGE CORP 0.000 | 06/21/32 100,000,000 15,631,516 16,220,000 0.88%
FEDERAL HOME LOAN MORTGAGE CORP 8.250 | 06/01/26 8,000,000 8,300,734 11,399,280 0.62% |
FEDERAL HOME LOAN MORTGAGE CORP 0.000 | 06/05/28 150,000,000 31,602,050 33,199,650 1.81%
FEDERAL HOME LOAN MORTGAGE CORP 0.000 | 09/14/29 100,000,000 19,270,393 20,532,500 1.12%
FEDERAL HOME LOAN MORTGAGE CORP 3.500 | 09/15/07 10,000,000 10,092,889 9,938,590 0.54%
FEDERAL HOME LOAN MORTGAGE PC REMIC 9.300 | 11/15/20 123,348 120,376 122,935 0.01%
FEDERAL HOME LN MTG PC REMIC 10 VAR | 08/15/07 739,043 1 5,462 0.00%
FEDERAL HOME LN MTG PC REMIC 10 VAR | 09/15/07 516,380 1 3,814 0.00%
FEDERAL NATIONAL MTG ASSN REMIC 9.500 | 03/25/20 439,053 433,930 480,416 0.03%
FEDERAL NATIONAL MTG ASSN REMIC 10 VAR | 08/25/07 735,175 ] 35,423 0.00%
FEDERAL NATIONAL MORTGAGE ASSN 6.000 | 05/15/08 30,000,000 29,625,051 31,706,103 1.73%
FEDERAL NATIONAL MORTGAGE ASSN 7.250 | 01/15/10 17,000,000 16,997,319 19,270,840 1.05%
FEDERAL NATIONAL MORTGAGE ASSN 6.625 | 11/15/10 5,000,000 5,116,827 5,612,292 0.31% |
FEDERAL NATIONAL MORTGAGE ASSN 2.800 | 03/01/19 10,000,000 | 9,923,478 9,936,390 0.54%
FNMA POOL 109031 6.695 | 08/01/05 122,492 122,461 122,478 0.01%
FNMA POOL 303125 7.500 | 01/01/10 438,256 437,386 454,478 0.02%
| FNMA POOL 303202 6.500 | 05/01/14 822,491 816,563 852,155 0.05%
FNMA POOL 303365 6.500 |  05/01/09 1,289,313 1,279,121 1,344,360 0.07%
FNMA POOL 303590 7.000 | 11/01/10 497,776 497,776 522,101 0.03%
FNMA POOL 313999 6.000 | 02/01/13 914,575 911,107 947,263 0.05%
FNMA POOL 572220 6.000 | 03/01/16 1,031,888 1,029,472 1,068,125 0.06%
FNMA POOL 592327 5.500 | 06/01/16 2,083,466 2,043,513 2,143,773 0.12%
FNMA POOL 725346 4.000 | 03/01/19 26,250,466 25,987,870 25,750,076 1.40%
FNMA POOL 780956 4.500 |  05/01/19 26,653,431 26,645,585 26,552,967 1.45%
U 'S ARMY HOSPITALITY FUND 7.467 | 05/01/32 14,546,111 14,546,111 14,546,111 0.79%
U.S. Government Indirect-Backed Bonds 49 Issue(s) 875,726,417 587,410,682 605,800,830 | 32.99%
RFBP Total 200 Issue(s) | 2,078,295,365 | 1,752,825,241 | 1,836,304,371 | 100.00%




Scott A. Seacat, Legislative Auditor
John W. Northey, Legal Counsel

Deputy Legislative Auditors:

Jim Pellegrini, Performance Audit

Tori Hunthausen, IS Audit & Operations
James Gillett, Financial-Compliance Audit

INDEPENDENT AUDITOR'S REPORT

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the accompanying Statement of Net Asset Value for the state of Montana Board of
Investments, Trust Funds Bond Pool, as of June 30, 2005, and 2004, and the related Statement of Changes
in Net Asset Value and Statement of Investment Income and Distribution for the fiscal years then ended.
These financial statements are the responsibility of the Board of Investments' management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the net

asset value of the state of Montana Board of Investments, Trust Funds Bond Pool, as of June 30, 2005,

and 2004, and its changes in net asset value and investment income and distribution for the fiscal years

then ended in conformity with accounting principles generally accepted in the United States of America.
Respectfully submitted,

/sl James Gillett

James Gillett, CPA
Deputy Legislative Auditor

November 2, 2005
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STATE OF MONTANA BOARD OF INVESTMENTS
TRUST FUNDS BOND POOL FINANCIAL STATEMENTS

STATEMENT OF NET ASSET VALUE JUNE 30, 2005 AND 2004

2005
Assets
Cash 3 03
Security lending cash collateral (Notes 3 and 4) 159,415,025
Interest receivable 16,775,208

Investments managed at fair value (amortized cost of $1,270,289,093 in

2005 and $1,228,326,752 in 2004) (Notes 2 and 4) 1.331,695,138

Total assets $ 1,507.885371 ¢
Liabilities
Income due participants (Note 2) $ 8,228,520 §
Broker payable for securities purchased but not settled (Note 2) 9,000,000
Security lending obligations (Notes 3 and 4) 159,415,025
Security lending expense payable 401,325

Total liabilities 177.044.870
Net asset value $ 1.330.840.501 $
Units Outstanding (Note 2) 13,130,701
Unit Value (Note 2) $ 101.35 §

STATEMENT OF CHANGES IN NET ASSET VALUE
FOR THE FISCAL YEARS ENDED JUNE 30, 2005 AND 2004

Net asset value, beginning of year $ 1,262,690,838 $
Value of units purchased by participants 68,871,431
Value of units sold by participants (17,143,652)
Changes in fair value of investments managed 16,421,884
Net asset value, end of year $ 1,.330.840,501 $

STATEMENT OF INVESTMENT INCOME AND DISTRIBUTION
FOR THE FISCAL YEARS ENDED JUNE 30, 2005 AND 2004

Interest income (Note 2) $ 67,804,006 $
Amortization/accretion 5,102,743
Net realized gains (Note 2) 12,452,243
Security lending income 3,217,273
Security lending expense (3,040,824)
Administrative expenses (218,667)
Income due participants, beginning of year 8,651,899
Income available for distribution 93,968,673
Distribution 85,740,153
Income due participants, end of year (Note 2) $ 8.228.520 $

The accompanying notes are an integral part of these financial statements.

2004

1,068,110
174,252,479
17,996,911

1,272.454,411

1.465.771,911

8,651,899
20,008,860
174,252,479
167.835

203,081,073

1.262.690.838

12,623,470
100.03

1,272,660,299

67,599,046
(9,509,724)
(68,058,783)

1.262,690.838

68,116,393
6,403,105
12,315,173
1,510,514
(1,334,702)
(203,928)
7,509,196

94,315,751
85,663,852

8.651.899



STATE OF MONTANA BOARD OF INVESTMENTS
TRUST FUNDS BOND POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2005 AND 2004

1. HISTORY AND ORGANIZATION

The Board was created by an act of the Legislature to invest and manage the State of Montana's investment funds on a
centralized basis. The Trust Funds Bond Pool (TFBP) was created by the Board to allow qualifying funds, per section 17-6-
201, MCA, to participate in a diversified pool. The TFBP was created on October 1,1995, by the transfer of all fixed income
and variable-rate securities owned by six funds. These funds included the 1) Coal Severance Tax Permanent Trust, 2)
Resource Indemnity Trust, 3) Coal Tax Park Trust, 4) Trust and Legacy, 5) Coal Tax Cultural Trust and 6) Treasure State
Endowment Trust funds. Since the pool’s creation in 1995, the funds listed below became participants in the TFBP:

Note 1. HISTORY AND ORGANIZATION

University of Montana Endowment Fund* January 1996

lrk asin (UCFRB) Restoration y 1999
eamside Tai gerble . s : 199 T
University of Montana Other Fund* uly 00

Real Property Trust September 2003

Sobotka emorlal Tst _ prll 204 .

Montana State University July 2004

*In October 2003, the University of Montana Other Fund withdrew from the TFBP. In July 2005, the
University of Montana requested the University of Montana Endowment Fund and the University of
Montana Designated Fund be closed and transferred, at cost, into the University of Montana Other Fund.

Per House Bill 249, the Big Sky Economic Development Fund became the newest TFBP participant on July

1, 2005.
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Investments

The TFBP investments are purchased in accordance with the statutorily mandated “Prudent Expert Principle”. The TFBP
portfolio includes securities classified as corporate, foreign government bonds, municipals, U.S. government direct-backed,
U.S. government indirect-backed, and cash equivalents. U.S. government direct-backed securities include direct obligations
of the U.S. Treasury and obligations explicitly guaranteed by the U.S. government. U.S. government indirect-backed
obligations include U.S. government agency and mortgage-backed securities. U.S. government mortgage-backed securities
reflect participation in a pool of residential mortgages.

The TFBP portfolio includes structured financial instruments known as REMICs (Real Estate Mortgage Investment
Conduits). REMICs are pass-through vehicles for multiclass mortgage-backed securities. Strip investments represent the
separate purchase of the principal and interest cash flows of a mortgage security. These securities, purchased for portfolio
diversification and a competitive rate of return, are identified and reported as U.S. government indirect-backed securities in
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the investment risk and portfolio disclosures. (See Note 4 on Investment Risk Disclosures and Note 9 for the Year End
Portfolio)

TFBP fixed income securities pay a fixed rate of interest until maturity while the variable-rate (floating-rate) securities pay
a variable interest rate until maturity. The TFBP variable-rate securities float with LIBOR (London Interbank Offered
Rate). As of June 30, 2005, three variable-rate securities, with a total amortized cost of $29,000,000, are identified and
reported as corporate or U.S. government indirect-backed securities in the investment risk and portfolio disclosures. (See
Note 4 on Investment Risk Disclosures and Note 9 for the Year End Portfolio.) The TFBP did not hold any variable rate
securities as of June 30, 2004.

Investments are presented in the Statement of Net Asset Value at fair value. Fair values for securities are determined
primarily by reference to market prices supplied to the Board by the Board’s custodial bank, State Street Bank. Amortized
cost, parenthetically disclosed, represents the original cost, adjusted for premium and discount amortization where
applicable. Premiums and discounts are amortized/accreted using the straight-line or scientific method to the call, average
life or maturity date of the securities. Amortized cost may also be referred to as book value.

The TFBP, as an internal investment pool, invests its excess cash in the Board’s Short Term Investment Pool, (STIP), an
external investment pool. An external investment pool commingles the moneys of more than one legally separate entity and
invests, on the participants’ behalf, in an investment portfolio. STIP participants include both state agencies and local
governments. By meeting certain conditions, STIP, as a 2a7-like pool, is allowed to use amortized cost rather than fair value
to report net assets to compute unit values.

Participant Units

The Coal Severance Tax Permanent Trust, Resource Indemnity Trust, Coal Tax Park Trust, Trust and Legacy, Coal Tax
Cultural Trust, and Treasure State Endowment Trust funds transferred all fixed income and variable-rate securities, at
amortized cost, into the TFBP at the start-up date and were issued units according to the fair value of each participant’s
portfolio. The initial unit value as of October 1, 1995, was $100.00. Unit values are calculated weekly and at month end,
based on portfolio pricing, to allow for participant transactions to occur as determined by the investment staff.

The June 30, 2005 unit value of $101.35 increased from a June 30, 2004 unit value of $100.03. The yield on longer term
bonds decreased during the fiscal year, which has the effect of increasing bond prices and the pool unit value. A one percent
(1%) change in interest rates is expected to have a four to six percent (4%-6%) inverse change in the unit value. TFBP
investments are considered long-term in nature and participants require long-term time horizons.

Broker Receivable/Payable

TFBP security transactions are recorded as of the trade date rather than the settlement date. Because of this generally
accepted practice, the TFBP portfolio at June 30 may include receivables from brokers for securities sold, but not delivered,
and payables to brokers for securities purchased, but not received.

Other

Accumulated income, recorded as Income Due Participants, is distributed monthly on the first calendar day of each month.
Realized portfolio gains/losses are distributed at least annually to the participants.

Interest income reported in the Statement of Investment Income and Distribution includes interest accruals and
miscellaneous income.

Administrative expenses incurred by the Board are charged daily to TFBP based on the Board's expenses applicable to
TFBP. These expenses include costs for the custodial bank contract.

3. SECURITIES LENDING

Under the provisions of state statutes, the Board has, via a Securities Lending Authorization Agreement, authorized the
custodial bank, State Street Bank and Trust, to lend the Board’s securities to broker-dealers and other entities with a
simultaneous agreement to return the collateral for the same securities in the future. During the period the securities are on
loan, the Board receives a fee and the custodial bank must initially receive collateral equal to 102 percent of the fair value of
the loaned securities and maintain collateral equal to not less than 100 percent of the fair value of the loaned security. The
Board retains all rights and risks of ownership during the loan period.

During fiscal years 2005 and 2004, State Street loaned, on behalf of the Board, certain securities held by State Street, as
custodian, and received U.S. dollar currency cash, U.S. government securities, and irrevocable bank letters of credit as
collateral. State Street does not have the ability to pledge or sell collateral securities unless the borrower defaults.
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The Board did not impose any restrictions during fiscal years 2005 and 2004 on the amount of the loans that State Street
Bank made on its behalf, There were no failures by any borrowers to return loaned securities or pay distributions thereon
during fiscal years 2005 and 2004. Moreover, there were no losses during fiscal years 2005 and 2004 resulting from a default
of the borrowers or State Street Bank.

During fiscal years 2005 and 2004, the Board and the borrowers maintained the right to terminate all securities lending
transactions on demand. The cash collateral received on each loan was invested, together with the cash collateral of other
qualified plan lenders, in a collective investment pool, the Securities Lending Quality Trust which has a weighted average
maturity of 35 and 49 days, respectively as of June 30, 2005 and 2004. The relationship between the average maturities of
the investment pool and the Board’s loans was affected by the maturities of the loans made by other plan entities that
invested cash collateral in the collective investment pool, which the Board could not determine. Atyear-end, the Board has
no credit risk exposure to borrowers because the amounts the Board owes the borrowers exceed the amounts the borrowers
owe the system.

As of June 30, 2005, the carrying and fair value of the underlying securities on loan for the Trust Funds Bond Pool was
$151,184,341 and $157,922,586, respectively. The collateral provided for the securities on loan totaled
$162,631,521representing $159,415,025 in cash and $3,216,496 in securities collateral. The carrying value of the underlying
securities on loan is categorized as $20,985,615 corporate, $2,628,923 foreign government bonds, $52,176,907 U.S.
government direct-backed, and $75,392,895 U.S. government indirect-backed.

As of June 30, 2004, the carrying and fair value of the underlying securities on loan for the Trust Funds Bond Pool was
$164,208,920 and $172,167,230, respectively. The collateral provided for the securities on loan totaled $177,281,934
representing $174,252,479 in cash and $3,029,455 in securities collateral. The carrying value of the underlying securities on
loan is categorized as $13,195,489 corporate, $3,990,926 foreign government bonds, $14,449,754 U.S. government direct-
backed, and $132,572,751 U.S. government indirect-backed.

4, INVESTMENT RISK DISCLOSURES

Effective June 30, 2005, the Board implemented the provisions of Governmental Accounting Standards Board (GASB)
Statement No. 40 — Deposit and Investment Risk Disclosures. The financial statement disclosures for the year ended June
30, 2004 have been restated to compare with the financial statement disclosures for the year ended June 30, 2005. The
investment risk disclosures are described in the following paragraphs.

Credit Risk

Credit risk is defined as the risk that an issuer or other counterparty to an investment will not fulfill its obligation. With the
exception of the U.S. government securities, the TFBP fixed income instruments have credit risk as measured by major
credit rating services. This risk is that the issuer of a fixed income security may default in making timely principal and
interest payments. The Board of Investment’s policy requires TFBP fixed income investments, at the time of purchase, to be
rated an investment grade as defined by Moody’s or by Standard & Poor’s (S&P) rating services. The U.S. government
securities are guaranteed directly or indirectly by the U.S. government. Obligations of the U.S. government or obligations
explicitly guaranteed by the U.S. government are not considered to have credit risk and do not require disclosure of credit
quality. The credit ratings presented in the table below are provided by S& P’s rating services. If an S&P rating is not
available, a Moody’s rating has been used.

Custodial Credit Risk

Custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a transaction, a
government will not be able to recover the value of the investment or collateral securities that are in the possession of an
outside party. As of June 30, 2005 and 2004, all the fixed income securities were registered in the nominee name for the
Montana Board of Investments and held in the possession of the Board’s custodial bank, State Street Bank. The State Street
repurchase agreement was purchased in the State of Montana Board of Investments name.

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s investment in a single issuer.
Investments issued or explicitly guaranteed by the U.S. government are excluded from the concentration of credit risk
requirement. According to the TFBP Investment Policy, “with the exception of U.S. government indirect-backed (agency)
securities, additional TFBP portfolio purchases will not be made in a credit if the credit risk exceeds 2 percent of the
portfolio at the time of purchase”. As of June 30, 2005, the TFBP had concentration of credit risk exposure to the Federal
Home Loan Mortgage Corp of 8.19%. As of June 30, 2004, there were no single issuer investments that exceeded 5% of the
TFBP portfolio.
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Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. The TFBP
investment policy does not formally address interest rate risk. In accordance with GASB Statement No. 40, the Board has
selected the effective duration method to disclose interest rate risk. This method, as provided by our custodial bank, is
“An option-adjusted measure of a bond’s (or portfolio’s) sensitivity to changes in interest rates. Duration is calculated as the
average percentage change in a bond’s value (price plus accrued interest) under shifts of the Treasury curve plus/minus 100
basis points. The effective duration method incorporates the effect of the embedded options for bonds and changes in
prepayments for mortgage-backed securities (including pass-throughs, CMOs and ARMs).”

Corporate asset-backed securities are based on cash flows from principal and interest payments on underlying auto loan
receivables, credit card receivables, and other assets. These securities, while sensitive to prepayments due to interest rate
changes, have less credit risk than securities not backed by pledged assets.

As reported in the U.S. government indirect-backed category, the TFBP portfolio holds REMICs totaling $113,944 and
$429,878, respectively, at amortized cost, as of June 30, 2005 and June 30, 2004. These securities are based on separate or
combined cash flows from principal and interest payments on underlying mortgages.

The TFBP holds one inverse variable rate corporate $15 million par bond. The quarterly coupon is calculated at a set rate
less the 12 month LIBOR in arrears. As interest rates increase, the coupon paid will decline.

State of Montana investments are categorized below to disclose credit and interest rate risk as of June 30,2005 and June 30,
2004. Credit risk reflects the bond quality rating, by investment type, as of the June 30 report date. Interest rate risk is
disclosed using effective duration. If a bond investment type is unrated, the quality type is indicated by NR (not rated).
Both the credit quality ratings and duration have been calculated excluding cash equivalents. If duration has not been
calculated, duration is indicated by NA (not applicable).

Credit Quality Rating and Effective Duration as of June 30, 2005

Credit

Quality Effective
Security Investment Type ' Fair Value Rating Duration
Corporate Bonds (Rated) $ 665,536,568 A- 5.42
Corporate Bonds (Unrated) 5,956,312 NR 2.12
Foreign Government Bonds 10,435,000 BBB 6.67
Municipal Government Bonds (Unrated) 6,123,270 NR 2.58
U.S. Government Direct-Backed 120,326,386 AAA 6.14
U.S. Government Indirect-Backed 455,262,802 AAA 3.86
State Street Repurchase Agreement* (Rated) 3,307,867 AA- NA
Short Term Investment Pool (STIP) 64,746,933 NR NA
Total Investments $ 1.331.695.138 AA- 4.91
Securities Lending Collateral Investment Pool S 159,415,025 NR NA

* At June 30, 2005, the State Street Bank repurchase agreement was collateralized at $3,389,890 by a AAA
rated Federal Home Loan Mortgage Corporation note maturing February 15, 2006.



Credit Quality Rating and Effective Duration as of June 30, 2004

Credit

Quality Effective
Security Investment Type Fair Value Rating Duration
Corporate Bonds (Rated) $ 667,384,491 A- 6.01
Corporate Bonds (Unrated) 7,867,682 NR 2.82
Foreign Government Bonds 9,610,000 BBB- 6.96
Municipal Government Bonds (Unrated) 9,894,283 NR 2.77
U.S. Government Direct-Backed 94,022,947 AAA 8.47
U.S. Government Indirect-Backed 439,171,293 AAA 6.71
Short Term Investment Pool (STIP) 44,503,715 NR NA
Total Investments $ 1.272.454.411 AA- 641
Securities Lending Collateral Investment Pool $ 174,252.479 NR NA

Specific Legal and Credit Risk

As of June 30, 2005, Delta Airlines Corp. presented a higher credit risk to the Board. The TFBP holds a $2 million par
10.0% Delta Airlines Corp. bond maturing June 5,2013 and a $3 million par 10.14% Delta Airlines Corp. bond maturing
August 14, 2012. Due to a weak credit outlook and potential bankruptcy, the Board stopped the interest income accruals
after the December 2004 and February 2005 pay dates. Although the interest accruals were stopped, the Board received the
interest due in June 2005 and August 2005. The combined book value of these securities was $4,994,602 as of June 30, 2005.
Due to the company’s filing for Chapter 11 bankruptcy protection on September 14, 2005, the book values were reduced to
$1 million and $1.5 million, respectively.

As of June 30, 2005, Northwest Airlines Inc. presented a higher credit risk to the Board. The TFBP held a $10,757,539 par
6.81% Northwest Airlines Inc. bond maturing February 1, 2020, a $3,901,307 par 7.935% Northwest Airlines Inc. MBIA
Insurance Corp insured bond maturing April 1,2019 and a $9,255,000 par 4.64% Northwest Airlines Inc. real estate backed
bond maturing July 7, 2010. The combined book value of these securities was $23,611,399 as of June 30, 2005. On
September 14, 2005, the company filed for Chapter 11 bankruptcy protection. Due to this action, the Board stopped the
interest income accruals for the 6.81% bond maturing February 1, 2020 after the August 2005 pay date. This issue was
sold on September 20, 2005 generating a loss of $809,221. The sale included accrued interest from August 1, 2005 to
September 20, 2005. Since the 7.935% bond maturing April 1, 2019 is insured by MBIA Insurance Corp. to support the
payment of any interest due and outstanding principal balance, the Board did not stop the interest income accrual or reduce
book value. The 4.64% bond maturing July 7, 2010 is secured by Northwest Airlines Inc.’s corporate headquarters
building and land.

As of June 30, 2005 and June 30, 2004, Burlington Industries, Inc. presented a legal and higher credit risk to the Board.
The Board owns a Burlington Industries, Inc., $4 million par, 7.25% bond maturing September 15, 2005. In September
2000, the company announced a reduction of stockholders equity. Due to an increasing senior bank line and declining credit
trend, the bond ratings for this issue were downgraded, in May 2001, by the Moody’s and Standard & Poor’s rating
agencies. During fiscal year 2001, the book value of Burlington Industries Inc. was reduced from the August 31, 2000 book
value of $3,739,760 to $1,600,000. Due to the company’s filing for Chapter 11 bankruptcy protection on November 11,2001,
the book value was reduced to $800,000. In October 2003, Burlington Industries, Inc. received court approval to sell its
assets. Under the company’s recovery plan, the Board received $969,974 in August 2004 for its unsecured claim. This
transaction reduced the book value to $0 and generated a gain of $169,974. In February 2005 and May 2005, the Board
received an additional $139,180 and $129,498, respectively, for its unsecured claim. The Board is expected to receive
additional claim proceeds over the next two to three years.

As of June 30, 2004, Winn Dixie presented a higher credit risk to the Board. The TFBP held a Winn Dixie Trust, $64.509
million par, zero coupon bond maturing September 1, 2024. Due to a weak credit outlook and collateral uncertainty, the
Board stopped accruing income and reduced the book value to $4.8 million in February 2004. On February 21,2005, Winn
Dixie declared bankruptcy. On February 28, 2005, the Board sold the bond and recorded a $4.231 million gain.
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5. PARTICIPANT LOAN

In accordance with Senate Bill 495 enacted by the 2001 Legislature, the Coal Severance Tax Permanent Trust loaned
483,604 TFBP shares, with a book value of $46,366,904, to the Trust and Legacy fund on July 2, 2001. The loan proceeds
were deposited in the Trust and Legacy Fund. A loan receivable was recorded in the Coal Severance Tax Permanent Trust
and a corresponding liability was recorded in the Guarantee Fund, a General Fund sub-fund. The August 2002 Special
Legislative Session approved the request to record this activity in a state special revenue fund of the Office of Public
Instruction rather than in the Guarantee Fund. In 2005, the Trust and Legacy Fund paid principal of $2,650,063 to the Coal
Severance Tax Permanent Trust reducing the TFBP shares on loan to 436,973 TFBP shares with a corresponding book
value of $41,896,024.

6. DEUTSCHE BANK SECURITIES, INC. COMPLAINT

The Board received a summons and complaint, dated September 3, 2002, regarding the sale of a Pennzoil Quaker State, $8
million par, 6.75% corporate bond maturing April 1, 2009. Deutsche Bank Securities claims a “breach of contract” for the
March 25 2002 sale of the bond at a price of $94.669 plus accrued interest. Deutsche Bank Securities seeks damages of
$861,811 for the additional costs incurred to acquire the bond from third parties, plus any statutory interest, costs and
expenses. On October 1, 2002, Shell Oil Company acquired Pennzoil and subsequently announced a public tender of
Pennzoil Quaker State debt. The Board tendered the Pennzoil Quaker State holdings on October 8, 2002 at a price of
$113.099. The tender was accepted with a settlement date of November 1,2002. On November 4, 2002, the Board received
$9,092,920 in principal and interest plus $240,000 as a consent fee. As of September 23, 2005, this matter is still pending.

7. BLOOMBERG PORTFOLIO ORDER MANAGEMENT SYSTEM (POMS)

In July 2005, the Board agreed to lease a Portfolio Order Management System (POMS) from Bloomberg Financial Services.
This electronic securities trading system reduces trading time and paperwork, increases trading and accounting accuracy,
and provides certain controls not previously available. The Board has been using the basic Bloomberg Financial Network
Services for many years and already leased the hardware required to implement the trading system.

The trading system will serve the Board’s internally managed portfolios and will be phased in as training is completed.
Electronic trading began with the internally-managed component of the Montana Domestic Equity Pool in August 2005.
Electronic trading for the Short Term Investment Pool will be next followed by the other fixed income portfolios managed
by Board Staff.

8. CLASS ACTION LITIGATION

In April 2005, the Board signed a contract with the law firm Barrack, Rodos & Bacine to ensure that the Board participates
in all class action litigation to which it is entitled to participate. Historically, the Board, by agreement with its custodial
bank, State Street Bank, has relied on State Street staff to complete and file class action claims on the Board’s behalf.

While State Street Bank will continue to complete these duties, the law firm will monitor transactions that may entitle the
Board to be a party in any class action litigation. The law firm will access Board portfolios and securities transactions on
the State Street accounting system using the INSIGHT down load function. The law firm will then request written
documentation from the Bank proving the claims have been filed.

Class action litigation results from fraudulent activity damaging the Board’s investments. While the Board has never
pursued becoming a lead plaintiff in class action litigation, the law firm contract permits the Board to become a lead or co-
lead plaintiff in these instances. Under certain circumstances the Board’s fiduciary responsibility may require it to act as a
lead or co-lead plaintiff to recover funds lost to fraud or other questionable activity.

9. YEAR END PORTFOLIO

The June 30,2005 TFBP portfolio is listed below. The security type percentage is based on the fair value ratio of the specific
security investment type to the total portfolio.

Security Name Coupon | Maturity Par Book Value Fair Value Y% |
STATE STREET REPURCHASE AGREEMENT 2.250 07/01/05 3,307,867 3,307,867 3,307,867- O.ZW;
SHORT TERM INVESTMENT POOL 64,746,933 64,746,933 64,746,933 4.86%
Cash Equivalents 2 Issue(s) 68,054,800 68,054,800 68,054,800, 5.11%
AA /FT WORTH HQ FINANCIAL TRUST 5.500 10/05/10 10,303,757 10,303,757 10,026,586 0.75%
AERO 1 HQ FINANCE TRUST 4.640 07/07/10 9,255,000 9,255,000 9,044,079 0.68%
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Security Name Coupon | Maturity Par Book Value | Fair Value %

AMERICA WEST AIRLINES EQUIPMENT TRUST 7.930 | 01/02/19 3,171,130 3,171,130 3,507,745 0.26%
AMERICAN AIRLINES 1991 EQUIPMENT TRUST 9.730 09/29/14 5,000,000 4,981,617 3,500,000 0.26%
AMERICAN AIRLINES EQUIPMENT TRUST 6.977 | 05/23/21 5,710,754 5,699,518 5,253.804|  0.39%
AMERICAN EXPRESS CO 4.750 | 06/17/09 2,000,000 1,997,353 2,040,626]  0.15%
AMERICAN GEN FINANCIAL CORP 4.625 | 05/15/09 4,000,000 4,014,828 4,020,448]  0.30%
ARCHER DANIELS MIDLAND CO 10.250 | 01/15/06 5,000,000 4,999,064 5,178,102]  0.39%
BANK ONE TEXAS NA 6.250 | 02/15/08 4,000,000 3,914,200 4200769, 0.32%
BANKBOSTON NA 6.375 | 03/25/08 4,000,000 3,917,974 42288641 0.32%
BAYERISCHE LANDESBANK VAR 09/27/11 15,000,000 15,000,000 15,000,000 1.13%
BELLSOUTH CORP 4.750 | 11/15/12 3,000,000 2,993,251 3,015,747  0.23%
BELLSOUTH TELECOMM INC 6300 | 12/15/15 10,100,850 11,001,321 10,799,687 0.81%
BISHOPSGATE CDO LTD 5.180 | 06/30/10 10,000,000 10,000,000 10,000,000 0.75%
BORG WARNER AUTOMOTIVE INC 7.000 | 11/01/06 1,000,000 1,004,895 1,035,937/  0.08%
BURLINGTON INDUSTRIES INC 7.250 | 09/15/05 4,000,000 0 40| 0.00%
BURLINGTON NORTHERN CO EQUIPMENT TRUST 7.970 | 01/01/15 3,533,016 3,533,016 4349425 0.33%
BURLINGTON NORTHERN SANTA FE EQUIP TRST 7.160 | 01/02/20 13,120,569 13,120,569] 15,057,638 1.13%
CIT GROUP EQUIPMENT TRUST 6.490 | 01/05/21 11,006,787 11,006,787]  12,173,399] 0.91%
CIT GROUP INC 7375 | 04/02/07 5,000,000 5,205,136 5,267,745]  0.40%
'CIT GROUP INC 4.750 12/15/10 3,000,000 3,105,369 3,034,674 0.23%
CNA FINANCIAL CORP 6.450 | 01/15/08 5,000,000 5,034,407 5,226,340/  0.39%
CSX CORP 7.450 05/01/07 2,000,000 1,999,446 2,116,906 0.16%
CSX CORP 7.900 | 05/01/17 4,588,000 4,586,425 5,848.013] 0.44%
CANADIAN NATIONAL RAILWAY CO 6.800 | 07/15/18 4,000,000 3,982,162 4,782,958  0.36%)|
CAPITAL ONE BANK 5.000 | 06/15/09 4,000,000 3,994,021 4,087,068 0.31%
CENTEX CORP 4550 | 11/01/10 6,000,000 5,991,670 5,928.954]  0.45%
[CHAMPION INTERNATIONAL CORP 7.150 | 12/15/27 3,000,000 2942511 3,523,932  0.26%
CHICAGO + NORTH WESTERN RY 8910 | 01/01/15 3,809,471 3,899,471 4,674,626] 0.35%
'CITIGROUP INC 6.200 | 03/15/09 5,000,000 4,870,922 5343475  0.40%
CITICORP CAPITAL II 8.015 | 02/15/27 6,000,000 5,957,562 6,581,803| 0.49%
CLEVELAND ELECTRIC ILLUM CO 7.130 | 07/01/07 5,000,000 4,994,668 5,265,120]  0.40%
CONAGRA INC 9.875 | 11/15/05 5,000,000 5,025,797 5,119,405 0.38%
CONTINENTAL AIRLINES EQUIPMENT TRUST 6.545 | 02/02/19 5,766,300 5,766,300 5,578,895  0.42%
CORPORATE PROPERTY REIT 7.875 | 03/15/16 3,000,000 2,994,404 3,644,495]  0.27%
COX COMMUNICATIONS INC 4625 | 01/15/10 5,000,000 4,995 354 4,986,800 0.37%
DOT HEADQUARTERS Il LEASE MTG 1.000 | 12/07/21 20,000,000 17,174,535 17,804,600]  1.34%
DEER PARK REFINING L P 6.470 | 12/15/08 2,074,850 2,056,032 2,153,7487  0.16%
DELTA AIR LINES INC EQUIPMENT TRUST 10.140 08/14/12 1,000,000 1,000,000 425,000 0.03%
DELTA AIR LINES INC EQUIPMENT TRUST 10.140 | 08/14/12 2,000,000 1,994,602 850,000 0.06%
DELTA AIR LINES INC EQUIPMENT TRUST 10.000 | 06/05/13 2,000,000 2,000,000 860,000]  0.06%
EASTERN ENERGY LTD 7.250 | 12/01/16 10,000,000 9,807,332| 12,381,664| 0.93%
ENTERGY ARKANSAS INC 4.500 | 06/01/10 5,000,000 4.978,236 5,000,978]  0.38%
IFIRST CHICAGO CORP 6.375 01/30/09 4,000,000 3,861,834 4,286,644 0.32%
FIRST UNION BANK N C CHARLOTTE 5.800 12/01/08 4,000,000 3,846,883 4,209,364 0.32%
FLORIDA GAS TRANSMISSION CO 9.190 | 11/01/24 5,000,000 5,000,000 6,363,263]  0.48%
FLORIDA GAS TRANSMISSION CO 7.000 | 07/17/12 3,000,000 2,996,936 3,348,980| 0.25%
FORD MOTOR CREDIT CO 7.375 | 10/28/09 7,000,000 7,004,944 6,912,809  0.52%
FORD MOTOR CREDIT CO 7.000 | 10/01/13 5,000,000 4,884,854 4,797,395  0.36%
FORD MOTOR CREDIT CO 5700 | 01/15/10 3,000,000 2,973,529 2,762,204]  0.21%
(GTE CORP 7.900 | 02/01/27 6,000,000 6,000,000 6,524,178]  0.49%
GTE SOUTH INC 7.500 | 03/15/26 6,000,000 5,927,879 6,317,629]  0.47%
GALENA CDO TRUST VAR | OU/11/13 9,000,000 9,000,000 9,000,000]  0.68%
GENERAL AMERICAN TRANSN CORP EQUIPMENT TR 8.420 | 01/01/15 7,444 367 7,444,367 8,582,520] 0.64%
GENERAL MOTORS ACCEPTANCE CORP 6.125 | 08/28/07 5,000,000 5,008,377 4937581 037%
GENERAL MOTORS ACCEPTANCE CORP 6.875 | 08/28/12 15,000,000 12,952,221 13,704,203] 1.03%
GENERAL MOTORS ACCEPTANCE CORP 5.625 | 05/15/09 4,000,000 4,074,231 3,716,942]  0.28%
HOUSEHOLD FINANCE CORP 6.875 | 03/01/07 3,000,000 2,982,578 3,136,930]  0.24%
HOUSEHOLD FINANCE CORP 6.500 | 11/15/08 5,000,000 4,895,867 5,345.256]  0.40%
IBP FINANCIAL CO CANADA 7.450 | 06/01/07 3,000,000 2,999,603 3,124,710  0.23%
ING SECURITY LIFE INSTITUTIONAL FUNDING 4250 | 01/15/10 5,000,000 4,990,068 4,986,440  0.37%
ILLINOIS BELL TELEPHONE CO 6.625 | 02/01/25 2,000,000 1,814,963 2,030,414  0.15%
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INTERNATIONAL LEASE FINANCE CORP 4.550 10/15/09 3,000,000 3,010,129 3,027,645 0.23%
INTERNATIONAL PAPER CO 6.875 11/01/23 2,000,000 1,978,190 2,230,086 0.17%
INTERNATIONAL PAPER CO 4.000 04/01/10 6,000,000 5,999,827 5,798,442 0.44%
J P MORGAN CAPITAL TRUST 7.540 01/15/27 4,000,000 3,802,399 4,304,119 0.32%
J P MORGAN CHASE COMMERCIAL MORTGAGE TRST 4.555 06/12/41 8,000,000 7,999,922 8,003,182 0.61%
J P MORGAN CHASE COMMERCIAL MORTGAGE TRST 3.053 01/15/38 8,017,116 8,040,081 7,802,312 0.59%
KCT INTERMODAL TRANSPORTATION CORP 6.884 08/01/18 1,736,267 1,736,267 1,925,662 0.14%
KELLWOOD CO 7.625 10/15/17 8,000,000 7,925,694 8,591,240 0.65%
KERR MCGEE CORP 7.125 10/15/27 3,000,000 3,035,091 3,108,750 0.23%
KERR MCGEE CORP 6.950 07/01/24 3,000,000 2,977,826 3,099,819 0.23%
KEYCORP 4.700 05/21/09 5,000,000 4,999 495 5,079,160 0.38%
LEHMAN BROTHERS HOLDINGS INC 3.950 11/10/09 5,000,000 4,991,309 4,930,715 0.37%
MACMILLAN BLOEDEL LTD 7.700 02/15/26 5,000,000 4,897,976 6,019,076 0.45%
MARSH + MCLENNAN COS INC 7.125 06/15/09 5,000,000 5,048,227 5,409,267]  0.41%
MEAD CORP 7.350 03/01/17 4,000,000 3,997,395 4,727,269 0.35%
MED MAP L L C MONTANA 7.060 12/01/15 4,260,000 4,260,000 4,260,000 0.32%
MED MAP L L C MONTANA 7.000 06/01/21 4,570,000 4,570,000 4,570,000 0.34%
METLIFE INC 5.000 11/24/13 5,000,000 4,959,645 5,086,030 0.38%
METROPOLITAN LIFE GOLBAL MTN 4.250 07/30/09 2,000,000 1,999,186 2,006,936 0.15%
MILLENIUM AMERICAN INC 7.000 11/15/06 1,000,000 995,860 1,028,750 0.08%
MOBIL CORP 5.940 01/15/19 8,422,738 8,422,738 9,190,754 0.69%
MORGAN J P+ CO INC 0.000 04/15/27 70,000,000 13,582,834 13,497,463 1.01%
NATIONWIDE FINANCIAL SERVICES INC 8.000 03/01/27 4,000,000 3,945,667 4,355,873 0.33%|
NORFOLK SOUTHERN CORP 7.700 05/15/17 4,000,000 4,011,666 5,002,933 0.38%
NORTHWEST AIRLINES EQUIPMENT TRUST 6.810 02/01/20 10,757,539 10,494 411 9,291,825 0.70%
NORTHWEST AIRLINES EQUIPMENT TRUST 7.935 04/01/19 3,901,307 3,861,988 4,242 671 0.32%
OCCIDENTAL PETROLEUM CORP 7.200 04/01/28 7,000,000 6,883,046 8,713,520 0.65%
OCCIDENTAL PETROLEUM CORP 8.750 01/15/23 4,000,000 4,000,000 5,594,498 0.42%
OLD REPUBLIC INTERNATIONAL CORP 7.000 06/15/07 3,000,000 2,999,683 3,159,126 0.24%
PNC FUNDING CORP 4.200 03/10/08 5,000,000 4,997 892 5,001,510 0.38%
PPL MONTANA LLC 8.903 07/02/20 20,561,686 20,642,287 24,630,834 1.85%
PACIFIC BELL 7.250 11/01/27 4,000,000 3,974,880 4,285,632 0.32%
PANAMERICAN BEVERAGES INC 7.250 07/01/09 7,000,000 6,988,829 7,631,257 0.57%
PHILLIPS PETROLEUM CO 7.125 03/15/28 4,000,000 3,947,727 4,341,499 0.33%
SECURITY CAP GROUP INC 7.700 06/15/28 2,000,000 2,336,632 2,673,099 0.20%
SONAT INC 7.000 02/01/18 2,000,000 1,999,809 1,850,000 0.14%
SOUTHERN UNION CO 7.600 02/01/24 8,000,000 7,455,669 9,803,402 0.74%
SOUTHWEST GAS CORP 7.500 08/01/06 4,000,000 4,084,273 4,140,343 0.31%
SOUTHWEST GAS CORP 8.375 02/15/11 8,000,000 8,006,764 9,370,346 0.70%
SOUTHWESTERN BELL TEL CO 7.000 11/15/27 2,000,000 1,997,942 2,124,240 0.16%
SUNAMERICA INC 8.125 04/28/23 7,000,000 7,036,596 9,365,593 0.70%
SUPERVALU INC 7.875 08/01/09 7,000,000 6,990,999 7,803,344 0.59%
TEXAS GAS TRANSMISSION CORP 7.250 07/15/27 2,000,000 1,852,989 2,502,792 0.19%
TRANSCONTINENTAL GAS PIPE LINE 7.250 12/01/26 2,000,000 2,010,467 2,160,000 0.16%
TRISTATE GENERATION TRANSPORTATION ASSOC 6.040 01/31/18 7,000,000 7,051,962 7,274,890 0.55%
TYSON FOODS INC 8.250 10/01/11 5,000,000 5,503,390 5,902618 0.44%
ULTRAMAR DIAMOND SHAMROCK CORP 7.200 10/15/17 2,000,000 1,988,642 2,275,485 0.17%
UNION PACIFIC RESOURCES GROUP INC 7.050 05/15/18 6,000,000 5,945,070 6,861,012 0.52%
UNION TANK CAR CO 7.125 02/01/07 2,000,000 1,999,661 2,091,435 0.16%
UNION TANK CAR CO 7.450 06/01/09 5,000,000 5,000,000 5,540,716 0.42%
WASHINGTON MUTUAL INC 4.200 01/15/10 6,000,000 5,991,777 5,952,048 0.45%
WESTERN PROPERTIES TRUST 7.200 09/15/08 1,000,000 981,031 1,081,054 0.08%
WESTVACO CORP 7.650 03/15/27 6,000,000 5,977,684 7,156,826 0.54%
WEYERHAEUSER CO 8.500 01/15/25 8,000,000 9,183,753 10,309,028 0.77%
WILLAMETTE INDUSTRIES INC 7.000 02/01/18 1,000,000 942,772 1,106,000 0.08%
XANTERRA SOUTH RIM LLC 5.690 12/15/11 8,000,000 8,000,000 8,000,000 0.60%)
ZIONS BANCORPORATION 5.650 05/15/14 3,000,000 2,952,133 3,176,796 0.24%
Corporate Bonds (Rated) 119 Issue(s) 689,201,505 624,287,960| 665,536,568 49.98%
IFIRST INTERSTATE BANC SYSTEM MONTANA 7.500 10/01/06 2,670,000 2,670,000 2,670,000 0.20%
|WILMINGTON TRUST TUCSON ELECTRIC 10.211 01/01/09 3,286,312 3,286,312 3,286,312 0.25%
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Corporate Bonds (Unrated) 2 Issue(s) 5,956,312 5,956,312 5,956,312| 0.45%
UNITED MEXICAN STATES 5.875 | 01/15/14 10,000,000 9,924 211 10,435,000 0.78%
Foreign Government Bonds 1 Issue(s) 10,000,000 9,924,211 10,435,000 0.78%
BUTTE SILVER BOW MONTANA TAX INDL 6.890 07/01/05 1,535,000 1,535,000 1,535,000 0.12%
MONTANA STATE TAXABLE RENEW (3 ISSUES) 7.35-7.40 | 08/01/09-12 420,000 419,219 420,000, 0.03%
MONTANA STATE BOARD HOUSING 8.450 08/01/39 1,140,000 1,140,000 1,140,000 0.09%
CRP (69 issucs) 6.00-8.00 | 11/15/05-15 3,028,270 3,028,270 3,028,270 0.23%
Municipal Government Bonds (Unrated) 74 Issue(s) 6,123,270 6,122,489 6,123,270/ 0.46%
BENDER SHIPBUILDING + REPAIR USGG XI 6.200 09/30/12 9,957,643 9,957,643 9,957,643 0.75%
GLOBAL INDUSTRIES LTD USGG XI 7.710 02/15/25 8,000,000 8,000,000 8,000,000 0.60%
REINAUER MARITIME CO LLC USGG XI 6.500 06/30/28 18,952,000 18,952,000 18,952,000 1.42%
T T BARGE SERVICES USGG XI 6.450 12/16/12 1,528,500 1,528,500 1,528,500 0.11%
TUNISIA AID USGG XI 6.710 02/01/24 3,900,522 3,721,376 3,900,522 0.29%
VESSEL MANAGEMENT SERVICES INC USGG XI 6.080 05/20/24 18,472,000 18,472,000 20,400,107 1.53%
GNMA POOL 032974 9.500 09/15/09 23,905 23,109 25,461 0.00%
GNMA POOL 038164 10.000 01/15/10 60,728 60,598 65,988 0.00%
GNMA POOL 039321 10.000 12/15/09 16,332 16,298 17,728 0.00%
GNMA POOL 042547 10.000 10/15/10 4,192 4,182 4,583 0.00%
GNMA POOL 065459 11.500 04/15/13 5,352 5,305 6,213 0.00%
GNMA POOL 281467 9.000 09/15/19 8,469 8,439 9,430 0.00%
UNITED STATES TREASURY BONDS 7.250 05/15/16 14,000,000 14,411,895 17,937,500 1.35%
UNITED STATES TREASURY NOTES 3.000 02/15/09 10,000,000 9,731,017 9,766,410 0.73%
UNITED STATES TREASURY NOTES 2.750 06/30/06 20,000,000 20,048,063 19,846,100 1.49%
UNITED STATES TREASURY NOTES 3.000 12/31/06 10,000,000 9,965,678 9,908,200 0.74%
U.S. Government Direct-Backed 16 Issue(s) 114,929,643 114,906,104| 120,326,386| 9.04%
FEDERAL HOME LOAN MORTGAGE CORP 5.125 11/07/13 12,000,000 11,930,845 12,045,696 0.90%
FEDERAL HOME LOAN MORTGAGE CORP 5.000 06/18/18 20,000,000 20,000,000 19,730,720 1.48%
FEDERAL HOME LOAN MORTGAGE CORP 4.000 06/12/13 12,000,000 11,076,622 11,667,600 0.88%
FEDERAL HOME LOAN MORTGAGE CORP 4.000 07/18/18 15,000,000 15,000,000 14,694,932 1.10%
FEDERAL HOME LOAN MORTGAGE CORP 4.500 04/02/14 9,000,000 8,968,485 8,914,860 0.67%
FEDERAL HOME LOAN MORTGAGE CORP 4,100 01/28/14 30,000,000 30,000,000 29,923 770 2.25%
FEDERAL HOME LOAN MORTGAGE CORP 5.000 01/30/14 12,000,000 11,996,599 12,032,244 0.90%
FEDERAL HOME LOAN MORTGAGE CORP 0.000 06/21/32 100,000,000 15,631,516 16,220,000 1.22%
FEDERAL HOME LOAN MORTGAGE CORP 8.250 06/01/26 7,000,000 7,263,142 9,974,370 0.75%
FEDERAL HOME LOAN MORTGAGE CORP 0.000 06/05/28 50,000,000 10,534,017 11,066,550 0.83%
FEDERAL HOME LOAN MORTGAGE CORP 0.000 09/14/29 100,000,000 19,270,393 20,532,500 1.54%
FEDERAL HOME LOAN MORTGAGE CORP 3500 09/15/07 20,000,000 20,185,778 19,877,180 1.49%
FEDERAL HOME LOAN PC REMIC 9.150 10/15/20 115,137 113,944 115,029 0.01%
FEDERAL HOME LOAN POOL B13150 4.000 03/01/19 17,034,459 17,034,459 16,680,013 1.25%
FEDERAL HOME LOAN POOL C01523 5.000 03/01/33 7,290,235 7,231,281 7,314,156 0.55%
FEDERAL HOME LOAN POOL E00247 5.500 10/01/08 370,224 369,579 380,275 0.03%
FEDERAL HOME LOAN POOL E00659 6.000 04/01/14 926,595 926,017 959,568 0.07%
FEDERAL HOME LOAN POOL E01376 4.000 04/01/18 15,858,753 15,748,264 15,541,578 1.17%
FEDERAL HOME LOAN POOL E01418 4.000 07/01/18 15,934,525 15,408,301 15,602,965 1.17%
FEDERAL HOME LOAN POOL E01425 4,500 08/01/18 16,061,644 16,021,887 16,001,978 1.20%
FEDERAL HOME LOAN POOL E99081 4.500 09/01/18 17,450,577 17,351,017 17,385,751 1.31%
FEDERAL HOME LOAN POOL G10173 6.000 01/01/09 307,458 307,097 318,207 0.02%
FEDERAL HOME LOAN POOL G10814 5.500 05/01/13 651,358 650,974 670,670 0.05%
FEDERAL HOME LOAN POOL G11670 4,000 03/01/15 14,274,120 14,044 597 13,977,889 1.05%
FEDERAL HOME LOAN POOL G30006 7.000 07/01/13 373,627 373,627 389,908 0.03%
FEDERAL HOME LOAN BANKS 6.395 06/03/14 6,000,000 5,656,708 6,890,655 0.52%
FEDERAL HOME LOAN BANKS 7.000 08/26/19 7,000,000 6,965,352 8,912,169 0.67%
FEDERAL HOME LOAN BANKS 7.450 02/03/20 10,000,000 10,059,677 13,283,650 1.00%
FEDERAL HOME LOAN BANKS 4.125 08/13/10 15,000,000 15,159,535 15,031,455 1.13%
FEDERAL HOME LOAN BANKS 5.000 08/28/19 10,000,000 10,000,000 10,000,000 0.75%
FEDERAL HOME LOAN BANKS VAR 05/26/10 5,000,000 5,000,000 4,997,880 0.38%
FEDERAL NATIONAL MORTGAGE ASSOCIATION 6.000 05/15/08 15,000,000 14,812,526 15,853,052 1.19%
FEDERAL NATIONAL MORTGAGE ASSOCIATION 7.250 01/15/10 15,000,000 14,965,534 17,003,682 1.28%
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FEDERAL NATIONAL MORTGAGE ASSOCIATION 2.800 03/01/19 7,000,000 6,946,434 6,955473]  0.52%
FNMA POOL 254233 5.000 03/01/17 6,753,336 6,560,710 6,847,513|  0.51%
FNMA POOL 254631 5.000 | 02/01/18 8,330,567 8,404,120 8,433,717 0.63%
FNMA POOL 303202 6.500 | 05/01/14 1,233,736 1,224,846 1,278,231|  0.10%
FNMA POOL 313999 6.000 02/01/13 457,287 455,554 473,632  0.04%
FNMA POOL 572220 6.000 03/01/16 1,031,888 1,029,472 1,068,125  0.08%
FNMA POOL 592327 5.500 | 06/01/16 1,602,666 1,571,933 1,649,056/  0.12%
FNMA POOL 725346 4.000 03/01/19 17,500,311 17,325,247 17,166,718 1.29%
FNMA POOL 780956 4.500 05/01/19 17,768,954 17,763,724 17,701,978 1.33%
U S ARMY HOSPITALITY FUND 7.467 05/01/32 9,697,407 9,697,407 9,697,407  0.73%
U.S. Government Indirect-Backed 43 Issue(s) 648,024,864| 441,037,218| 455,262,802| 34.19%
Total TFBP 257 Issue(s) 1,542,290,393| 1,270,289,093| 1,331,695,138| 100.00%




Scott A. Seacat, Legislative Auditor
John W. Northey, Legal Counsel

Deputy Legislative Auditors:

Jim Pellegrini, Performance Audit

Tori Hunthausen, IS Audit & Operations
James Gillett, Financial-Compliance Audit

INDEPENDENT AUDITOR'S REPORT

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the accompanying Statement of Net Asset Value for the state of Montana Board of In-
vestments, Short Term Investment Pool, as of June 30, 2005, and 2004, and the related Statement of
Changes in Net Asset Value and Statement of Investment Income and Distribution for the fiscal years then
ended. These financial statements are the responsibility of the Board of Investments' management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the net
asset value of the state of Montana Board of Investments, Short Term Investment Pool, as of June 30,
2005, and 2004, and its changes in net asset value and investment income and distribution for the fiscal
years then ended in conformity with accounting principles generally accepted in the United States of
America.

Respectfully submitted,

/s/ James Gillett

James Gillett, CPA
Deputy Legislative Auditor

November 2, 2005
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STATE OF MONTANA BOARD OF INVESTMENTS
SHORT TERM INVESTMENT POOL FINANCIAL STATEMENTS

STATEMENT OF NET ASSET VALUE JUNE 30, 2005 AND 2004

2005
Assets
Cash $ 528,828
Interest receivable 1,385,382
Security lending cash collateral (Notes 3 and 4) 0
Unrealized loss (Note 2) 435,083

Investments managed at fair value (amortized cost of $1,742,735,519 in

2005 and $1,479,812,941 in 2004)(Notes 2 and 4) 1,742.300,436

Total assets $  1.744.649.729
Liabilities
Security lending expense payable $ 0
Income due participants 528,829
Broker payable for securities purchases but not settled (Note 2) 3,000,000
Security lending obligations(Notes 3 and 4) 0

Total liabilities $ 3.528,829
Net asset value $ 1,.741.120.900

Units Outstanding (Note 2) 1,741,120,900
Unit Value (Note 2) $ 1

STATEMENT OF CHANGES IN NET ASSET VALUE
FOR THE FISCAL YEARS ENDED JUNE 30, 2005 AND 2004

1,480,216,590
6,123,148,064

Net asset value, beginning of year $
Value of units purchased by participants

Value of units sold by participants (5.862.243.754)
Net asset value, end of year $ 1,741.120,900 $

STATEMENT OF INVESTMENT INCOME AND DISTRIBUTION
FOR THE FISCAL YEARS ENDED JUNE 30, 2005 AND 2004

Investment income (Note 2) $ 35,536,850 $
Security lending income 0
Security lending expense 0
Administrative expenses (260,729)
Income due participants, beginning of year 203.236
Income available for distribution 35,479,357
Distribution 34,950,528
Income due participants, end of year $ 528,829 $

The accompanying notes are an integral part of these financial statements.
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STATE OF MONTANA BOARD OF INVESTMENTS
SHORT TERM INVESTMENT POOL - NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2005 AND 2004

1. HISTORY AND ORGANIZATION

The Board was created by the Legislature to invest and manage Montana's Unified Investment Program. The Short Term
Investment Pool (STIP) was created by the Board to allow qualifying funds, per sections 17-6-201, 202 and 204, MCA, to
participate in a diversified pool. Although state agencies with accounts that retain their interest earnings are legally
required to invest in STIP, local governments may voluntarily participate in STIP.

The purpose of STIP is to obtain the highest possible return, yet maintain a highly liquid position whereby funds may be
invested for relatively short periods, one day or more, depending upon the participant's anticipated use of the funds. The
investments and the income from STIP are owned by the participants, as they purchase units, and are managed on their
behalf by the Board.

Although STIP is not registered with the Securities and Exchange Commission (SEC) as an investment company, the Board
has as policy that STIP will, and does, operate in a manner consistent with the SEC’s rule 2a7 of the Investment Company
Act of 1940. In meeting certain conditions, STIP, as a 2a7-like pool, is allowed to use amortized cost rather than fair value
to report net assets to compute unit values.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Investments

STIP investments are purchased in accordance with the statutorily mandated “Prudent Expert Principle”. The STIP
portfolio may include asset-backed securities, commercial paper, corporate and government securities, repurchase
agreements, and variable-rate (floating-rate) instruments. These securities are purchased to provide shareholders with a
diversified portfolio earning a competitive total rate of return.

Asset-backed securities represent debt securities collateralized by a pool of mortgage and non-mortgage assets such as trade
and loan receivables, equipment leases, credit cards, etc. Commercial paper is unsecured short-term debt with maturities
ranging from 1 to 270 days. Commercial paper issued at a discount, direct or by brokers, is backed by bank credit lines.
Repurchase agreements (REPOs) represent an agreement between a seller and a buyer, usually of US government securities,
whereby the seller agrees to repurchase the securities at an agreed upon price and stated time. Variable-rate (floating-rate)
securities pay a variable rate of interest until maturity. The STIP portfolio’s variable-rate securities float with LIBOR
(London Interbank Offered Rate).

Investments held are reported at fair value as of June 30, based on market prices supplied to the Board by the Board’s
custodial bank. The difference between amortized cost and fair value is reflected as an unrealized gain or loss in the
investments managed. The STIP investment portfolio consists of securities with a maximum maturity of 397 days or less
with the exception of securities having rate reset dates. The portfolio is carried at amortized cost or book value.

Participant Units

The STIP unit value is fixed at $1 for both participant buys and sells. A purchased unit earns income on the purchase date
and ceases to earn income on the day before the unit is sold. Participants may buy or sell fractional shares. For fiscal years
2005 and 2004, income was distributed on the first calendar day of each month, with the exception of the June distribution.
Income for June 2005 and June 2004 was distributed on the last calendar day of the month. Participants may automatically
reinvest their income in additional units.

During fiscal years 2005 and 2004, the Board did not provide or obtain any legally binding guarantees to support the value
of the participant units.

Broker Receivable/Pavable

STIP security transactions are recorded as of the trade date rather than the settlement date. Because of this generally
accepted practice, the STIP portfolio at June 30 may include receivables from brokers for securities sold, but not delivered,
and payables to brokers for securities purchased, but not received.
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Other
Administrative expenses incurred by the Board are charged daily to STIP based on the Board's expenses applicable to STIP.
3. SECURITIES LENDING

Under the provisions of state statutes, the Board has, via a Securities Lending Authorization Agreement, authorized the
custodial bank, State Street Bank and Trust, to lend the Board’s securities to broker-dealers and other entities with a
simultaneous agreement to return the collateral for the same securities in the future. During the period the securities are on
loan, the Board receives a fee and the custodial bank must initially receive collateral equal to 102 percent of the fair value of
the loaned securities and maintain collateral equal to not less than 100 percent of the fair value of the loaned security. The
Board retains all rights and risks of ownership during the loan period.

During fiscal years 2005 and 2004, State Street loaned, on behalf of the Board, certain securities held by State Street, as
custodian, and received U.S. dollar currency cash, U.S. government securities, and irrevocable bank letters of credit. State
Street does not have the ability to pledge or sell collateral securities unless the borrower defaults.

The Board did not impose any restrictions during fiscal years 2005 and 2004 on the amount of the loans that State Street
made on its behalf. There were no failures by any borrowers to return loaned securities or pay distributions thereon during
fiscal years 2005 and 2004. Moreover, there were no losses during fiscal years 2005 and 2004 resulting from a default of the
borrowers or State Street.

During fiscal years 2005 and 2004, the Board and the borrowers maintained the right to terminate all securities lending
transactions on demand. The cash collateral received on each loan was invested, together with the cash collateral of other
qualified plan lenders, in a collective investment pool, the Securities Lending Quality Trust which has a weighted average
maturity of 35 and 49 days, respectively, as of June 30, 2005 and 2004. The relationship between the average maturities of
the investment pool and the Board’s loans was affected by the maturities of the loans made by other plan entities that
invested cash collateral in the collective investment pool, which the Board could not determine. At year-end, the Board has
no credit risk exposure to borrowers because the amounts the Board owes the borrowers exceed the amounts the borrowers
owe the system.

As of June 30, 2005 and June 30, 2004, there were no securities on loan.

4, INVESTMENT RISK DISCLLOSURES

Effective June 30, 2005, the Board implemented the provisions of Governmental Accounting Standards Board (GASB)
Statement No, 40 — Deposit and Investment Risk Disclosures. The investment risk disclosures are described in the following
paragraphs.

Credit Risk

Credit risk is defined as the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The
STIP securities have credit risk as measured by major credit rating services. This risk is that the issuer of a STIP security
may default in making timely principal and interest payments. The Board of Investment’s policy requires that STIP
securities have the highest investment grade rating in the short term category by at least one Nationally Recognized
Statistical Rating Organizations (NRSRO). The six NRSRO’s include Standard and Poors, Moody’s, Duff and Phelps,
Fitch, IBCA and Thompson’s Bank Watch.

Obligations of the U.S. government or obligations explicitly guaranteed by the U.S. government are not considered to have
credit risk and do not require disclosure of credit quality per GASB Statement No. 40.

The short term credit ratings presented in the table below are provided by S& P’s rating services. An Al+ rating is the
highest short term rating by the S&P rating service. If a STIP security received a long termrating, such as AAA, this rating
was converted to a short term rating. If an S&P rating is not available, a Moody’s rating has been used.

Custodial Credit Risk

Custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a transaction, a
government will not be able to recover the value of the investment or collateral securities that are in the possession of an
outside party. As of June 30, 2005 and 2004, all STIP securities were registered in the nominee name for the Montana
Board of Investments and held in the possession of the Board’s custodial bank, State Street Bank. According to the STIP
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Investment Policy, “repurchase agreements require electronic delivery of U.S. Government Treasury collateral, priced at
102 percent market value, to the designated State of Montana Federal Reserve Bank account.”

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s investment in a single
issuer. The STIP Investment Policy Statement does not specifically address concentration of credit risk. The policy
does provide for “minimum three (3%) percent or $15 million, whichever is higher, to be invested in Repurchase
Agreements.” As of June 30, 2005, there were no single issuer investments that exceeded 5% of the STIP portfolio.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. According to
GASB Statement No. 40, “interest rate disclosures are not required for STIP since STIP is a 2a-7-like pool”.

Corporate asset-backed securities are based on cash flows from principal and interest payments on underlying auto loan
receivables, credit card receivables, and other assets. These securities, while sensitive to prepayments due to interest rate
changes, have less credit risk than securities not backed by pledged assets.

While variable-rate (floating-rate) securities have credit risk identical to similar fixed-rate securities, their interest rate risk
is more sensitive to interest rate changes. However, their fair value may be less volatile than fixed-rate securities because
their value will usually remain at or near par as a result of their interest rates being periodically reset to maintain a current
market yield.

STIP investments are categorized below to disclose credit rate risk as of June 30, 2005 Credit risk reflects the security
quality rating, by investment security type, as of the June 30 report date. If a security investment type is unrated, the
quality type is indicated by NR (not rated). Although the STIP investments have been rated by investment security type,
STIP, as an external investment pool, has not been rated by the NRSRO.

Credit Quality Ratings as of June 30, 2005

Credit

Quality
Security Investment Type Fair Value Rating
Commercial Paper 3 1,249,527,386 Al
Corporate Fixed 49,821,250 Al+
Corporate Variable-Rate 414,951,800 Al+
Municipal Variable-Rate 6,000,000 NR
Repurchase Agreement* 22.000.000 A3
Total Investments $ 1.742,300,436 Alt
Securities Lending Collateral Investment Pool $ 0 NR

* At June 30, 2005, the State Street Bank repurchase agreement was collateralized at a fair value of
$22 million by a $17.1 million par, 6.375% coupon, U.S. government Treasury bond maturing August
15, 2027.

Legal Risk

The Board is not aware of any legal risks regarding any STIP investments.

5. BLOOMBERG PORTFOLIO ORDER MANAGEMENT SYSTEM (POMS)

In July 2005, the Board agreed to lease a Portfolio Order Management System (POMS) from Bloomberg Financial Services.
This electronic securities trading system reduces trading time and paperwork, increases trading and accounting accuracy,
and provides certain controls not previously available. The Board has been using the basic Bloomberg Financial Network
Services for many years and already leased the hardware required to implement the trading system.
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The trading system will serve the Board’s internally managed portfolios and will be phased in as training is completed.
Electronic trading began with the internally-managed component of the Montana Domestic Equity Pool in August 2005.
Electronic trading for the Short Term Investment Pool will be next followed by the other fixed income portfolios managed
by Board Staff.

6. CLASS ACTION LITIGATION

In April 2005, the Board signed a contract with the law firm Barrack, Rodos & Bacine to ensure that the Board participates
in all class action litigation to which it is entitled to participate. Historically, the Board, by agreement with its custodial
bank, State Street Bank, has relied on State Street staff to complete and file class action claims on the Board’s behalf.

While State Street Bank will continue to complete these duties, the law firm will monitor transactions that may entitle the
Board to be a party in any class action litigation., The law firm will access Board portfolios and securities transactions on
the State Street accounting system using the INSIGHT down load function. The law firm will then request written
documentation from the Bank proving the claims have been filed.

Class action litigation results from fraudulent activity damaging the Board’s investments. While the Board has never
pursued becoming a lead plaintiff in class action litigation, the law firm contract permits the Board to become a lead or co-
lead plaintiff in these instances. Under certain circumstances the Board’s fiduciary responsibility may require it to act as a
lead or co-lead plaintiff to recover funds lost to fraud or other questionable activity.

7. YEAR END PORTFOLIO

The June 30, 2005 STIP portfolio is listed below. The security type percentage is based on the fair value ratio of the
specific security investment type to the total portfolio.

Security Name Coupon Maturity Par Book Value Fair Value %

AUTOBAHN FUNDING CO LLC discount 09/23/05 17,500,000 17,359,125 17,360,000 1.00%
BEETHOVEN FUNDING CORP discount 07/11/05 20,000,000 19,982,833 19,980,000 1.15%
BELMONT FUNDING LLC discount 07/01/05 20,000,000 20,000,000 19,998,000 1.15%
BRITANNIA BUILDING SOCIETY discount 08/31/05 20,000,000 19,890,878 19,885,400 1.14%
BRITANNIA BUILDING SOCIETY discount 08/31/05 20,000,000 19,890,200 19,885,400 1.14%
BRYANT PARK FUNDING LLC discount 08/08/05 20,000,000 19,932,656 19,927,800 1.14%
CAFCO LLC discount 07/19/05 20,000,000 19,968,900 19,965,400 1.15%
CHECK POINT CHARLIE, INC discount 08/09/05 20,000,000 19,930,233 19,926,000 1.14%
CHECK POINT CHARLIE, INC discount 09/14/05 20,100,000 19,959,300 19,956,084 1.15%
CHECK POINT CHARLIE, INC discount 09/15/05 20,000,000 19,858,133 19,855,000 1.14%
CLIPPER RECEIVABLES CORP discount 07/20/05 20,000,000 19,967,278 19,963,600 1.15%
COBBLER FUNDING LTD discount 07/28/05 20,000,000 19,953,350 19,949,200 1.14%
COBBLER FUNDING LTD discount 09/28/05 20,000,000 19,828,922 19,830,600 1.14%
DAVIS SQUARE FUNDING 11l LTD discount 09/06/05 20,000,000 19,874,561 19,935,200 1.14%
DNA FINANCE CORP discount 07/12/05 20,000,000 19,980,811 19,872,000 1.14%
DNA FINANCE CORP discount 08/04/05 20,000,000 19,938,989 19,978,200 1.15%
EIFFEL FUNDING discount 09/19/05 20,000,000 19,850,222 19,847,400 1.14%
GOLDEN FISH LTD discount 07/06/05 20,000,000 19,991,306 19,989,200 1.15%
GOLDEN FISH LTD discount 08/05/05 20,000,000 19,937,389 19,933,400 1.14%
GRAMPIAN FUNDING LTD / LLC discount 09/27/05 20,000,000 19,834,756 19,832,400 1.14%
GREYHAWK FUND CORP discount 08/12/05 20,000,000 19,924,867 19,896,400 1.14%
GREYHAWK FUND CORP discount 08/16/05 20,000,000 19,917,711 19,913,000 1.14%
GREYHAWK FUND CORP discount 08/25/05 20,000,000 19,902,222 19,920,400 1.14%
HERTZ FLEET FUNDING LLC discount 07/01/05 20,000,000 20,000,000 19,998,200 1.15%
HERTZ FLEET FUNDING LLC discount 08/02/05 19,865,000 19,808,495 19,804,412 1.14%
IXIS CP CORP discount 09/26/05 20,000,000 19,836,633 19,834,200 1.14%
KAISERPLATZ DELAWARE discount 08/24/05 20,000,000 19,902,500 19,898,200 1.14%
LAKE CONSTANCE FUNDING discount 08/18/05 20,000,000 19,914,667 19,909,400 1.14%
LEGACY CAPITAL CORP discount 08/11/05 20,000,000 19,927,339 19,922,400 1.14%
LIBERTY HARBOUR discount 07/13/05 20,000,000 19,979,267 19,976,400 1.15%
LIBERTY HARBOUR discount 08/10/05 20,000,000 19,928,667 19,924,200 1.14%
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Security Name Coupon Maturity Par Book Value Fair Value %
LOCKHART FUNDING LLC discount 07/01/05 20,000,000 20,000,000 19,947,400 1.14%
LOCKHART FUNDING LLC discount 07/29/05 20,000,000 19,951,311 19,998,200 1.15%
MANHATTAN ASSET FUND discount 09/29/05 20,000,000 19,828,000 19,828,600 1.14%
MANHATTAN ASSET FUND discount 09/30/05 20,000,000 19,825,583 19,826,800 1.14%
MAXIMILLIAN CAPITAL CORP discount 07/15/05 20,000,000 19,975,889 19,972,800 1.15%
MAXIMILLIAN CAPITAL CORP discount 08/15/05 20,000,000 19,919,500 19,915,000 1.14%
MICA FUNDING LLC discount 07/18/05 20,000,000 19,970,722 19,967,400 1.15%
MILLSTONE FUNDING LTD discount 08/03/05 20,000,000 19,941,333 19,937,200 1.14%
MONT BLANC CAPITAL CORP discount 07/14/05 19,783,000 19,760,854 19,757,876 1.13%
NEPTUNE FUNDING CORP discount 07/08/05 20,000,000 19,987,983 19,985,400 1.15%
NORTH SEA FUNDING discount 07/27/05 20,000,000 19,954 933 19,951,000 1.15%
NORTH SEA FUNDING discount 08/23/05 20,000,000 19,905,778 19,900,200 1.14%
PB FINANCE DEL INC discount 07/25/05 20,000,000 19,958,400 19,954,600 1.15%
PERRY FUNDING CORP discount 08/01/05 20,000,000 19,945,233 19,940,800 1.14%
PREFERRED RECEIVABLES FUNDING discount 08/29/05 20,000,000 19,894,128 19,889,000 1.14%
PRIME ASSET VEHICLE discount 09/20/05 20,000,000 19,848,350 19,845,600 1.14%
QUATRO PMX LTD/CORP discount 07/05/05 20,000,000 19,993,156 19,991,000 1.15%
RHINELAND FUNDING discount 09/13/05 20,000,000 19,861,044 19,858,800 1.14%
RHINELAND FUNDING discount 09/16/05 20,000,000 19,854,556 19,853,200 1.14%
ROMULUS FUNDING CORP discount 07/26/05 20,000,000 19,956,389 19,952,800 1.15%
SCALDIS CAPITAL LTD discount 08/25/05 21,165,000 21,061,527 21,122,670 1.21%
SCALDIS CAPITAL LTD discount 08/30/05 20,000,000 19,892,667 19,840,000 1.14%
ST GERMAIN HOLDINGS discount 07/22/05 20,000,000 19,963,833 19,896,400 1.14%
ST GERMAIN HOLDINGS discount 09/23/05 20,000,000 19,842,733 19,887,200 1.14%
STARBIRD FUNDING CORP discount 07/28/05 20,000,000 19,953,200 19,947,400 1.14%
STARBIRD FUNDING CORP discount 07/29/05 20,000,000 19,951,467 19,949,200 1.14%
SUNBELT FUNDING CORP discount 07/07/05 20,000,000 19,989,700 19,987,200 1.15%
SYDNEY CAPITAL INC discount 07/21/05 20,000,000 19,965,556 19,961,800 1.15%
SYDNEY CAPITAL INC discount 08/19/05 19,868,000 19,780,923 19,770,647 1.13%
SYDNEY CAPITAL INC discount 08/22/05 20,000,000 19,907,267 19,907,600 1.14%
THREE CROWNS FUNDING discount 08/26/05 20,189,000 20,088,504 20,082,604 1.15%
WINDMILL FUNDING CORP discount 08/17/05 16,105,000 16,037,717 16,033,494 0.92%
ICOMMERCIAL PAPER 1,254,575,000 1,249,740,444 1,249,527,386 71.72 %|
SIGMA FINANCE INC 3.735  04/21/06 25,000,000 24,998,872 24,926,250 1.43%
TOYOTA MOTOR CREDIT CORP 3.650  04/13/06 25,000,000 25,000,000 24,895,000 1.43%
|C0RP0RATE1HXED 50,000,000 49,998,872 49,821,250 2369ﬂ
GOLDMAN SACHS PROMISSORY NOTE 3,220  02/08/06 40,000,000 40,000,000 39,974,800 2.29%
HARRIER FINANCE FUNDING 3.200 07/15/05 50,000,000 50,000,000 49,998,500 2.87%
LIBERTY LIGHTHOUSE US CAP CO 3,110  04/05/06 25,000,000 24,997,523 24,998,000 1.43%
LIQUID FUNDING LTD 3,280 10/17/05 50,000,000 50,000,000 50,000,000 2.87%
PARKLANDUSALLC 3.240  04/19/06 25,000,000 25,000,000 24,997,000 1.43%
PARKLAND USA LLC 3,230  05/22/06 25,000,000 25,000,000 24,995,750 1.43%
PREMIER ASSET ENTITY LTD 3.180  09/15/05 50,000,000 50,000,000 49,998,500 2.87%
SEDNA FINANCE INC 3.279  02/27/06 25,000,000 25,000,000 24,998,000 1.43%
SIGMA FINANCE INC 2,970  03/10/06 25,000,000 24,998,679 24,997,500 1.43%
TANGO FINANCE CORP 3.175  03/13/06 25,000,000 25,000,000 24997250 1.43%
THETA CORP 3.175  03/13/06 25,000,000 25,000,000 24,999,000 1.43%
WHITE PINE FINANCE 3.090 07/11/05 50,000,000 50,000,000 49,997,500 2.87%
CORPORATE VARIABLE-RATE (FLOATING RATE) 415,000,000 414,996,202 414,951,800 23.82 %|
MT HIGHER ED STUDENT ASSOCIATION 3610 01/15/06 6,000,000 6,000,000 6,000,000 0.34%
MUNICIPAL VARIABLE-RATE

(FLOATING RATE) 6,000,000 6,000,000 6,000,000 0.34% J
REPURCHASE AGREEMENT 2.700  07/01/05 22,000,000 22,000,000 22,000,000 1.26%
REPURCHASE AGREEMENT 22,000,000 22,000,000 22,000,000 1.26"/;|
STIP TOTAL 1,747,575,000 1,742,735,519 1,742,300,436 100.00%
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Scott A. Seacat, Legislative Auditor
John W. Northey, Legal Counsel

Deputy Legislative Auditors:

Jim Pellegrini, Performance Audit

Tori Hunthausen, IS Audit & Operations
James Gillett, Financial-Compliance Audit

INDEPENDENT AUDITOR'S REPORT

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the accompanying Statement of Net Asset Value for the state of Montana Board of
Investments, Montana Domestic Equity Pool, as of June 30, 2005, and 2004, and the related Statement
of Changes in Net Asset Value and Statement of Investment Income and Distribution for the fiscal
years then ended. These financial statements are the responsibility of the Board of Investments'
management. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the net
asset value of the state of Montana Board of Investments, Montana Domestic Equity Pool, as of

June 30, 2005, and 2004, and its changes in net asset value and investment income and distribution for
the fiscal years then ended in conformity with accounting principles generally accepted in the United
States of America.

Respectfully submitted,
/sl James Gillett

James Gillett, CPA
Deputy Legislative Auditor
November 2, 2005

B-31

Room 160, State Capitol Building, PO Box 201705, Helena MT 59620-1705
Phone (406) 444-3122 FAX (406) 444-9784 E-Mail lad@mt.gov



STATE OF MONTANA BOARD OF INVESTMENTS
MONTANA DOMESTIC EQUITY POOL FINANCIAL STATEMENTS
STATEMENT OF NET ASSET VALUE JUNE 30, 2005 AND 2004

Assets 2005 2004
Cash $ 0s 0
Security lending cash collateral (Notes 3 and 4) 28,995,031 20,641,660
Dividend